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SYLLABUS 

GROUP-II 

PAPER- 4 : PRINCIPLES AND PRACTICE OF MANAGEMENT 
(100 Marks— Three Hours ) 

OBJECTpE : To provide a basic understanding of the processes of manage- 
mcnt so that the relevance of cost aqd management accounting concepts and 
techniques to be developed later, can be better appreciated. 

LEVEL OF KNOWLEDGE : Basic understanding. 

1. The concept of management : The process of management Plann- 
ing, Organising, Staffing, Directing and Controlling. 

Determining the nature of work of a manager in terms of the processes 
of management 

Universality of the principles of management— Evolution of Manage- 
ment thoughts— Recent trends in management thoughts— Management as a 
profession. 

2. Planning : Goals, objectives, standards, targets, quotas, dead lines • 
standing plans, policies, procedures and methods : Projects— special progra- 
mmes and scheduling ; Hierarchy of planning— group or sectional, depart- 
mental of divisional, functional and company-wise planning ; Planning 
process— statement of problem, determination of alternatives, collection of 
facts, analysis, decision on action and execution. 

3 Organising : Nature of internal organisation of a business enterprise • 
Formal and informal organisation. Principles of organisation ; Grouping of 
activities ; (a) typical pattern of grouping by products, services, locat^ 
customers, processes, functions and time (b) criteria for grouping activities-^ 
specialisation, control, co-ordination, attention, economy, etc. Creating a 
net work of relationship through deterrwning the authority and responsibility 
of the positions created : (i) concept of authority ; delegation, chain of 
command, authority and responsibility, decentralisation span ofcontrol* 
(ii I levels of authority— staff, kinds of staff, nature of staff work ; advisory 
services and control, line and staff relations ; (iii) Internal relations— Commi- 
ttees and theii roles. 

4. Staffing’. Staffing function, selection, man-power needs, man-power 
position, training, rating and evaluation, man-pow.er development, human 
resources appraisal and accounting. 

5. Directing : I'jature of directing ; Motivation ; Bases of Motivation ; 
fear, money, satisfaction-importance of behaviour, individual needs, needs 
of organisation ; factors influencing performance ; work environment, 
communication group dynamics— formal and informal. 

Communication ; Nature, media and channels, systems, bartlera * 
aids structured and unstructured. ’ 

Leadarship : Nature, styles, ( auocratic, consultative. Free ) attitudes 
leader behaviour, leader effectiveness, situational leadership models. * 

6. Control : Concept of Managerial control ; control of personnel 
performance : areas of performance control product, finance, morale ; Process 
ofcontrol ; standards, appraisal and coriectiveactions : control aids ; good 
organisation .structures' ; sanity of objectives and policies ; methods, procedu- 
res budget etc. 

7. Management of public undertakings— ftmciplts and applications. 
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GENERAL 


Meaning of ^ Management 

The term management conve>s diflerent meanings according to the 
context in which it is used Let us take this sentence, for example ; 
'Management^ ^ of Supreme Industries Ltd , believes that good management^ 
is an important lactor in the prosperity of every business ; they have, 
therefore, decided that study of and particulaily of relations 

between management^ and labour, should be encouraged among all members 
of the management^ . 

In this sentence, the term management conveys five dilTe rent mean- 
ings, viz : 

(!) It means the tep management, 

(2) !i means tlie process of management, 

(3) It means a body of knowledge, 

(4) It means managers at different levels, 

(5) it means all personnel having managerial responsibility. 

In a broad way. maruigeroent may be vie\\cd iiom these angles : 

(a) It is a dynamic system, but not a closed sNStem ; 

(b It is a technique through which the purposes and objcciives of a 
particular human group are deteriiiinej, clariticJ, controiled and 
effected ; 

(c) It is a continuous, circular process and. more particuUily. a 
social process ; 

(d I It is also a philosophy comprising of attitudes and beliefs, based 
on ctjticul framework of managers and woik<.rs, industrial seuii g 
of firiiis and iiiititulional background, including vananle fortes 
of environment, society and government. 

Furthermore, it is an economic resource by itself ; managerial skill 
and innovation can fruitfully invest capital, and economise inie oi mcii ai.d 
machinery. Need of good and effective managers is, tlieufore, pre.ing, 
urgent and great in developing countries, which have n^-t on]\ limited 
resources, but also growing wants. It has been aptly said that “management 
is one of the most important factors in stimulating forces ol economic 
growth*'. 

Management • Some definitions : 

One widely quoted, brief definition of management is that it is ‘ ilm art 
of getting things done through others”. It is, however, rather simpli^tic and 
not sufficiently broad based ; its use is, therefore, not rccummcnded. 

Other examples are : 
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According to Henri FayoL 

“To manage is to forecast, to plan, to organise, to command, to 
co ordinate and to controP*. 

According to American Society of Mechanical Engineers. 

“Management is the art and science of preparing, organising and 
directing human effort applied to control the forces and utilise the 
materials oi nature for the benefit of man”. 

According to t\ F L. Brcch. 

“Management is a social process entailing responsibility for the 
effective (or efficient) planning and regulation of the operations of an 

enterprise” 

According to La^vrence Appley, 

“Management is the development of people and not direction of 
things” ; also “guiding human and physical resources into a dynamic, 
hard hitting organisation unit that attains its objectives to the 
sati:>faction of those served and with a high degree of morale and 
sciXiC of attainment on the part of those rendering the service”. 
According to Professor Harold Koontz : 

‘Management is the art of getting things done through and with 
people, in formally organised groups. It is the art of creating an 
environment in which people can perform as individuals, and yet 
co'opeiaic towards attainment of group goals. It is the art of removing 
roadblocks to such performance, a way of optimising efficiency in 
reaching goals”. 

Functional Elements of Management 

In concrete terms, management is task and consists of functions ; it 
may be regarded as consisting of the following elements : 

1) There has to be a horizon, an ambit within which a management must 

perform ; 

2) Decision making is the core, which also permeates all levels of 
management ; 

3) There is universal need for planning- planning a decision, planning a 
system, a Programme, its implementation etc. ; planning means casting 
a searching look ahead ; 

4) There will be an organisation which, when crystallised, will carve out a 
shape and form for the management ; 

5) There must be proper staff, both qualitative and quantitative, for a 
management team ; 

6) A management must provide necessary leadership, direction and 
motivation, a^in any other effective team-work ; 
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7) A network of fast and intelligible communication is as essential as 
management, as life-blood to a living organisoi ; 

8 There is need for all-pervasive co-ordination throughout the organi- 
sation ; 

9) A management must know whether or not everything is proceeding as 
planned : this is evaluation, monitoring and control. 

10) A management, which does not wish to decline, will emphasise 
constantly on innovation which, in simple terms, is looking beyond 
the horizon. Prof. Schumpeter gives innovation a pride of place in 
cempetitive managerrent succcsii, equating it as the source of fiifTeren- 
tial profit earned by competing enterpiises. 

It is also useful to note that there are certain aspects in common 
among^t all managerial functions, viz. : 

a) Goals which a manager must set to which he mmi proceed, with 
proper leadership and direction ; 

b) A set of people, with and through whom he acts and whom he 
motivates ; 

c) Limited, but usually fiezible, resources over which he presides; 

d) Constraints, known, unktown, foreseen or unforeseen, which he must 
overcome. The speed and skill with which a manae^^ handles the 
above, determines the degree of his managerial competence. 

The concept of universality of management will be dear from the 
foregoing. 

General Nature of Management Process i Management is a Continuous pro- 
cess. It means that a manager is, at any time, involved in performinr; one 
or the other elements of the management process. Although the manage- 
ment process is analysed into several elements, it does not mean that a 
manager must perform these in a definite chronological sequence. Secondly, 
management is a Circular process and not a linear process. It means that 
the preceeding element, for example, planning, not only influences organising 
it, in turn, is influenced by organising, and so on with all other elements 
of the process. Thirdly, management is a Social process, in the sense that it 
affects society, that is, persons working within the organisation, as well as 
different social groups outside the organisation, and the society as a whole. 
It implies that managers should remember, while making decisions, that 
their actions will have social consequenceSp at times, of far reaching 
importance. 
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Nature of Management^' An Art, a Science, a Profession. 


Management is an Art, a Science and a Profession. 

Art refers to an inborn skill and the practical way of doing specific 
things ; examples are music, dancing^ painting etc. or a carpenter sawing 
wood. Empiricists and early practitioners claimed that management is the 
art and practice of getting things done, realising a goal through men and 
limited material resources, in dynamic situations. 

Science, on the other hand, means an organised and systematised 
bodv of knowledge, based on research and observation, capable of universal 
hpplicalion, under given conditions, and its structural elements have a cause- 
Mnl clT^cl iclationship Examples are physics, mathematics, chemistry etc., 
Since the ^ccond World War, physicists, mathematicians, engineers, statistic- 
ians, accoiintants etc have been studying problems of industry and providing 
qiianiitatoe bases for correct managerial decisions; thus; a status or a 
science has been claimed for management. 


There arc elements of truth in both these approaches, but neither 
appears lo be wholly true. 


Manoganent is only a Social Science : It must, however, be pointed 
owl that inspiic of tliis controversy, the claim of management to be called 
d '^wience cannot be fuiiy accepted for reasons such as the following : 

lis laws cannot be stated in precise quantitative terms ; at best 
they arc only statements of tendencies ; 

(2) It Ci’nnot predict with certainty future behaviour ; 

^3) It cannot wiways demonstrate validity of its prim ipk wiih the 
In Ip of experiments. 

It is true that these limitations are essentially due to the f ct that 
n. i ke oilier social sciences, deals with living, complex men in 

t’v!' iiMC cnviiur.menl and situations. At the present stage of development* 
it i', not possible for management scientists to explain clearly why and how 
a hwr/i in bemg behaves in a particular way, and to say with confuience that 
he will behave in the same way in future. 
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^ Tt is because ot the obvious limitations that management cannot clai m 
to have the status of Natural Sciences. However, with the increasing use 
of the methods of these sciences, it can claim to be scientihc in its approach 
and therefore may be regarded as a Social Science, like Economics and 
Socii'logy. 

Art and Science in Management : It is now generally recognised that 
a manager mu-t have a thorough knowledge of the management theory ; this 
knowle( ge helps him grtally in understanding his problem and in the develop- 
ing a right s( Union ; for example, a medical practitioner witt» his theoretical 
knowledge of anatomy, physiology and chemistry, is in a far better position, 
than a quack, to ciiagonise the illness of his patients But his success in 
curing his patients depends largely on the skill with which he makes use 
of liis iheojetic.d knowlafge Similarly, succe«^s not otherwise of a practising 
manager, would depend, to a large extent, on the skill with which he can 
U'*' hi^ theoretical knowledge In short, management, at present, is and art, 
though there k* now a large body of theoretical and systematised knowledge 
available to giude practi ing managers and may thus be said to contain an 
element of science ; in addition, practising managers generally follow 
scientific methods in .studying their problems and developing aolutions. 
Managmcnt as a Projasi' >n : 

With the gracuai development of theory and practice of management, 
cliim his lately been m«i(le of its being rccogni .ed as a ptofession- of skilled 
managers, e g. of general praciioners competent in management functions as 
a whole and of specialists in some special branches hke accv>unting, personnel, 
engineering etc. 

It is, therefore, ncce'^sary first to lay down the criUria which an occu- 
pation must satisfy to be called a profession and then exMninc the claims of 
man g^ment lor the status of a profession Commonly recognised criteria 
include : 

(1) There must be a sufficiently large body of theoretical knowledge, 
that is core principles, techniques and skills. 

(2) There should be a satisfactory arrangements for imparting theore- 
tical knowledge anct practical tApcrkuce to those desiring to enter 
the profession, 

(3^ There must be a national body competent to prescribe qualification 
for admission to new entrants, to conduct examinations, award 
diplomas or degrees etc. 

(4) This body should have a suitable ethical code of conduct for its 
members and must be in a position to de-recognise and disqualify 
those who violate any provisions. Tue essence of this code of 
comluct is that a member of a profession must render competent 
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and honest service first and then claim fees for services rendezed. 
It also implies that in a situation of conflict, of interests, that is, 
conflict between narrow, selfish gain and profcsMonal loyalty or 
integrity, the member, at all times, shall give priority to the latter 

Furthermore, the profession of management rests on a few key 

fiictors : 

(a) knowledge of nature of management and its basic processes ; 

(b) identification of the skills required to apply those basic processes ; 

(c) oeccgnition that these are tools available for application of the<e 

skills 

(d, determination of the qualifications required by an individual manager; 

(e) specific continuing programmes of management development. 

When the claims are considered against this background, it would 
appear that this, at present, is a developing profession. 

As an iicti\ity, management existed long ago; Pyramids of Egypt, 
anciwnt aichitcctuics of Greece and Rome. Ellora and Ajanta caves of India 
itre moaunicnts of managerial skill. Presumably, however, there was then 
ii ) scientific basis foi management much less an organised body of knowledge 
to iK passed on from man to man. 

The professi(»n of management has been slow to come up m developing 
countries 

(a) ownership has not yet been entirely d ITused and many industries 
are still owned by families who manage through their members. 
managcPH'nt by inheiitance seems to be the rule in "^uch casts. 

vb) Lvonoim is mixed and there is absence of keen compelction, Lfficitnt 
n-anagc rnciu is not regarded as an urgent necessity. 

(c) prevalence of eorruption, as a widespread phenonunen. 

(d) political interference, at many levels. 

Ailmitu strut ion and \iunagement : 

Hcmi Fayol introduced the term administration in his book ‘Industrial 
and General Administration’, but he did not distinguish it from management. 
Later, however, E FX. B cch, the British author of ‘The Principles and 
Pi actice of Management’, stated that managment is conerned with decision- 
makir^g while administration is concerned with the implementation of deciii- 
ons made by the management. 

Oliver Sheldom in his book, ‘Philosophy of Management’, gave exactly 
opposite meaning to the two terms ; according to him, ‘Administration is 
the function in industry ^concerned with determination of corpc»rate policy, 
coordination of finance, production and distribution, settlement of the 
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compiss of the organisation, and the ultimate control of the executive’, and 
Management proper is the function •Concerned in the execution of policy 
within the limits set by the administration, and the employment of the 
organisation for the particular objects set before it’. 

Peter Drucker sought to make the distinction between the two on an 
entirely different basis. Accoling to him, management is a specific organ 
of business enterprises; it must, therefore, be seen only in the context of 
those institutions which supply economic goods or services, irrespective of 
whether they are in the private or public sector The term adiXiinistration 
should be u^ed in the context of the institutions like the Police Department, 
the Central Board of Direct Taxes, Religious Trusts, Charitable Hospitals etc. 
which do not supply economic goods. 

Whatever justification might have been there in the past for making 
such a distinction, there does net seem to be any logical reason for it, today. 
Wliat is really involved in both is efficient use of scarce resources for the 
achievement of a given goal. !n fact, since I950’s, a Urge body of writers 
on management have been ueing the term managemmt to mean both policy 
making as well as implementing policies. 

And in any case, distinction between the scope of the two ternis is not 
qualitative ; it lies id the emphasis. In one case (administration) this tends 
to be long range, wider diffused and comprehensive, in the other (manage- 
ment), It is more lime bound, limited, concrete and economically viable. 
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II 

FUNCTIONS OF MANAGEMENT 

Decision-making : A ke} function of Top Management is to take 
strategic decisions, which alone can initiate action by managers at lower 
levels Another important function is to see that the decisions taken are 
implemented for, without it, the decisions will remain only as good intentions 
on paper Ihc success of an organisation and that of its managers, depends, 
primal ily, on correctness and timeliness of its decisions, and, hence the imp- 
ortance of scientific decision making. 

Basis of Decisioning ; 

Bases, available to a manager, for decisioning, are broadly as follows : 

(a) To consult the past Experience ; 

(b) To try out and weigh alternatives- Experiments ; 

(c) To anahsc and simulate — Model 

In fcict, a manager may, in a given situatioa. take recourse to one or 
more of the foregoing, before coming to a final decision. 

Dccisi oiii ng A pp roach cs 

Any decision, in the last analysis, is a choice and all approaches to 
dcciMoning aim at improving the quality of that choice. Amongst such 
anal\ti(.al approaches, may be mentioned the followings : 

(a) Marginal analysis (b) DifTc entai analysis 

(c) Cost benefit analy>is (dl Limiting or key factor analysis. 

fFuiihcr details may, if necessary, be looked up from a text book). 

Dc( isianitifi techniques 

Dtcisionii g techniques leans heavily on Operations Research (OR) 
wliicli, is essence, is the application of mathematics and laws of phy.>ical 
Silence into the sphere of business management; decisioning techniques 
inclucic, amongst otliers, the followings : 

(h Break' even analysis ; (ii) Bunne»s forecasting ; 

(iii) Inventory Optimization — Economic order Quantit} ; 

(ivd Stock control - Economic hot size ; 

(v) Simulation ; (vi) Wailing Line (Queueing) theory ; 

(\ii) Linear programming ; (viii) Sensitivity analysis ; 

(i\) Game theory ; (x) Decision Tree ; 

(xi) Programme Evaluation and Review Technique (‘TERF’) ; 

(xii) Critical Path Method (“CPM”) 

(“PERT* and '‘CPM’* will be dealt with, at some length, in Study 
Note 7 ; further details with regard to the others may, if necessary, 
be looked up froqi a text book). 
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Traduional Method of Decision Making ; fndustrialists and managers 
in the past followed the method ol Symptomatic Decision making which was 
popular among the medical parctitioners. Medical practitioners had learnt 
from expe fit nee that every disease had its symptoms and belived that the 
symptoms do not lie Later developments and experience revealed, however 
that extera:il symptoms weie not always reliable They, therefore, began to 
follow Analytical Method, ▼iz : by using X Ray photographs, Cardiograms, 
Blood and Urine tests etc to diagonise a disease 

If symptoms cannot always be relied upon in medicine, they are stil 
less reliable lo business, where different problems may proruce the same set 
of symptoms, and whtre the same problem may manifest itself in an infinite 
variety of ways. It has, theheforc, to be kept in view that symptoms may 
and often do lie For example, the s\mptom may be a clash of personalities 
but the real problem may be a defective organisation structure ; or the symp 
tom may be high cost of production, but the real problem may be poor 
engineering design. 

Scientific Method of Decision making : It was Peter Drucker, who 
suggested in his famous book, ^The Practice of Management, the scientific 
method of decision making. According to him, this coisists of the following 
steps : 1) Defining the Problem, 2) Analysing the Problem and Collectmg 

Data, 3) Developing Altcrnati'^e Solutions, 4) Selecting the Best Solution, 
5) Converting the Decision into Action, and 6) Arranging for Feed back. 

Defining the Problem: Problems in business do not always present 
themselves as cases on which decisions have to be taken. It is, therefore, 
necessary to start with defining the problem. This requires discovery of the 
critical factor in the situation, that is that element m the situation which 
has to be changed before anything else can be changed or any other action 
can be taken. As it is not always easy to locate the critical factor by 
straight analysis, two approaches are recommended to isolate the criiical 
factor ; one is to assume that nothing will change, and then a^k the ques 
tion as to what will happen if no action is taken ; the other approach is 
to look back and ask as to what could have been done or was left undone 
at the time when the present problem first appeared, which ould have 
mateiially altered the^present situation. 

A correct and a complete definition of the problem is of v nost impo- 
rtance becanse a wrong or incomplete solution wiU mean waste of valuable 
re|boicef*money and time- and yet, the real problem will remain unsolved. 

' Analyzing the Problem s The neat step is to classify it nd to collect 
relevant facts about it. It is necessary to classify a ptol* cm in order to 
know who must take decisjon, t^o must be consulted i it* and 


I/P.P.M4. 


( 5 ) 



who must be informed about it. This requires that the following four 
considerations be kept in mind : (1) The time span for which the decision 
commits the organisation to the course of action decided upon ; (2) The 
scope of its impacf- whether it will affect the entire organisation or a depart' 
rncni or an individual ; (3) Number of qualitative factors involved ; and 
( 4 ) Uniqueness or recurring nature of the problem. 

Collection of Data / It is only when the problem has been defined 
and classified that one knows what relevant information to collect Collection 
of data involves both time and money and, often, a manager may be called 
upon to lake a decision without all the necessary data. He must, therefore, 
know what information is lacking and the degree of risk involved in taking a 
decision without that information. 

Developing Alternative Solutions: It is imperative that a manager 
should develop a minimum of three alternative solutions to a problem he is 
called upon to decide. This is necessary because the person suggesting only 
one solution may do so in his own personal or narrow departmental interest. 
Secondly, one scluiion, however perfect it may be at the time it is suggested, 
may be found to be inadequate later with circumstances changing. 

Selecting the Best Solution : In selecting the best solution out of a 
number of available alternatives, a manager should apply the following 
criteria: I) Degree of Risk involved, 2) Economy of Effort, 3) Suit- 
abil'iy ot Timing, and 4) Limitations of Resources, especially human rcsou- 
jces available. 

Converting the Decision into Action : A decision of a manager becames 
tffvctive onlv through the ci ion taken by his subordinates. To secure the 
right action from his subordinates, a manager has to motivate them This 
requires that they should fed that it is ‘their deci-ion'’ that they arc implem- 
enting. This ma> be achieved by given them a chance to develop alternative 
solutions, and by givnig them some freedom in implementing the final 
decisions 

A manager must build into his decision, a yardstick or a criterion to 
measure performante This alone would make it possible for the sub-ordina- 
tes to evaluate their actions. 

Arranging for Feed-back : The dcchion maker must arrange to secure 
feed back information for continuously assessing the actual development 
against the expected results This alone will enable him to modify his earlier 
decision if the actual result falls short of expectations. 

Limitation of Scipniific Decision Making : Druckcr’s advocacy of 
scientific, rational decision making made a strong impact on practising 
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managers. Development of such quantitative {O. R ) techniques, as A B C 
analysis. Critical Path Method. Programme Evaluation and Review Tech- 
nique, Linear Programming etc , in solving many managerial problems, 
reinforced their Belief that managerial decision making can be scientific, that 
is, rational and objective. 

Prof Herbert Simon, a well known economists, and winner of the 
Nobel Prize for Economics for 1978, was the first to point out that it is just 
not possible to be fully rational and objective in making decision in real 
life According to him, the objective rationality assumed in scientific decision 
making, is not possible for reasons, such as the fo lowing : 

(I } Rational decision making requires a choice among many alternat- 
ives : in real life, however, only a few of all the possible alternat- 
ives come to an average mind at time. 

(2) It also requires a complete knowledge of all consequences of each 
choice ; in real life knowledge of consequences is only fragmentary 
and incomplete 

(3) Consequences of a decision occur in future which is uncertain, and 
so the decision maker is forced to use his imagination, his subjeti- 
ve judgement and hts personal valuct l he, therefore, cannot be 
entirely rati( nal and objective. 

Prof Simon, therefore, suggested the Principle of Bounded Ratio- 
nality, in place of complete rationality, in decision Making According to 
hi m, a decision maker in real life cannot hope to maximihe his benefits and 
this also may not be always necessary ; all that he can hope to do is to see 
that the decision is Sads/ying, that it best satisfies and meets his require- 
ments. 

Croup Decision Making : Traditionally, owner* managers had regarded 
decision making as their exclusive prerogative With the emergence of the 
public limited companies, major decisions regarding objectives and policies 
began to be taken by directors as a group. In course of time, as large 
organisations began to face complex problems^ chief executi^^cs began to set 
up committee of executives and experts to tackle those problems. Today, 
important operating decisions are taken mostly by groups and rarely by 
individuals. 

Technique of Brain-^Storming : Creativity and innovation are great 
assets in decision making. In order to encourage these in a group, psycho- 
logi:»ts have developed the technique of Brain-Storming. This technique 
involves bringing together a group of persons with a problem and reques- 
ting them to suggest whatever solutions that come to their minds immedia- 
tely without regard as to whether the solutions arc praoiicable or not In 
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fact, it is a strict rule that, at this stage, no doubts are expressed or criticism 
made of any idea that is pui forward b> a group member. The reason is that 
creative ideas are most likely to be stifled, if a group member is afraid that 
other members are likely to laugh at his idea or ridicule it as being impract- 
icable. Experiments have shown that, with this rule, an hour’s brain storming 
session has produced a large number of new ideas, some of which are appar- 
ent!) crazy and not practicable immediately; however, often oiiginaland 
practicable solutions have emerged out of a combination of seemingly impra- 
cticable ideas. 

Gordon technique 

Developed by William Gordon, this technique is a variation c f brain 
storming, the objective, however, of a Gordon session being diflf^ rent from 
brainsio: ming ^es^ion. In a brainstorming session, a multiplicity of ideas 
is sought ; in the Gordon method, only one radically new idea is required. 
The two approaches are different but one advantage of the Gordon nuihod 
is that the group is more unconstrained; the principal weakness of the 
Gordon method is that much of its success depends on the Leader. 
Management Process for implementing Decisions : 

Having made a sound decision, the next function of management is 
to implement that decision, e g. to tran late it into action and to ensure that 
this is correctly accomplished. All the functional elements, indicated 
earliers, will come into full and systematic play, and the^e will be dealt with, 
one by one, in fuller details, in the Study Notes that follow. 
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EVOLUTION OF MANAGEMENT THOUGHT 

Management in Ancient Civilizations MaDagement has become today, 
the central activity of our age and a powerful force for better utilization 
of our productive resources and for raising the standard of living of the 
masses. There is also a body ^f l^ws and principles of management, built 
up during the last sixty years al\o. to guide practising managers. This is 
likely to crtate an impression that \ management is an invention of the 
twentieth oentury and there was nd^hi^ like it in the past. This, however, 
isnott'ue There is pow sufficient ervidence to show that some of the 
present-day management, concepts and practices were known to the people 
in ancient civilizations. A brief account is given below to prove this. 

Sumerian Civilization: The earliest written documents in the world 
found in the Sumerian’ Civilization of 5000 years ago provide evidence of 
managerial control practices The Sumerian temple priests were managing 
tremendous wealth of their religious organisations and bad to develop their 
own system of managerial control. 

Egyptian Civilizaiion : The world famous pyramids of Egypt, 

built frpm 5000 years BC. tO’ 525 B. C., stand as a mut^testimony to |be 
organizational and managerial abilities ol the Egyptians. One of their great 
pyramids . of Cheop ) cover# thirteen acres, and contains 23 lakhs of stone 
blocks each weighing two tons and a half, and required a labour force of 
one lakh, for twenty years, to build it This massive task obviously involved 
a great deal of planning, organising and control!, ng In addition to their 
architecture, many instances are also found in Egyptian literature of manage- 
ment thought, frequently posed as advice from a father to a son. 

Hebrew Civilizaiion : The Hebrews, better known as tlie Jew, who 
greatly influenced civilization, were also aware of and practised some of the 
well-known management principles ; for example, one of their famous pro- 
phets Moses successfully organised and carried out exodus of many thou- 
sands of his followers from the bondage of the Egyptians, to the safety of 
their own land, now known as Israel. It is also on record that Moses’ 
father-in-law had advised him to follow the principle of delegation in the 
administration of his kingdom. 

Chinese Civilization : It is generally acknowledged that the Chinese 
were the first to recognize the need for methodical means of selection of 
employees, to create the world’s first Civil Service System for their empire. 
The ancient records Of Mencius and Chou (IIOOB C to about 500 B C.) 
indicate that the Chinese were aware of the principles bearing on planning 
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organising, directing and controlling. The following two, out of inany» of 
their quotations, wit) bear this out : 

“The general who wins a battle makes many calculations in bis mind 
( planning ) before the battle to fought*’. 

•*lf words of command arc not clear and distinct and arc not 
thoroughly understood^ it is the general who is to be blamed**, (clear 
orders, instructions ). 

Greek Civilization ; It was the Greeks (5th century B. C.) who were 
the firbt to develop a democratic government with all its managerial implica* 
tions. It IS aho in the Greek Civilization that we iipd the ocigin of 
Scientific Management. Plato, the famous philosopher was the first to 
propound the theory of specialization. Again, it was Socrates who proved^ 
by his famous method of dialogue, that management is a separate and disti- 
nct art, and that it is universally applicable. 

Indian Civilization : The Artbashastra of Kautilya ( about 321 B C. ) 
discusses, the political, Social and economic management of the State. In his 
trt^atise, Kautilya covers almost every aspect of the theory of government. 
He di ^cusses the duties of the king and his ministers, the council meetings, 
departments of the government, diplomats etc. In addition, he deals with 
the organisation and management of trade and commerce, laws and law- 
courts, municipal government, social customs, taxation and revenues, 
agriculture mines and factories, markets and slaughter houses, census 
operations, and so on In short, he attempted to analyse the practices 
that had brought political successes in the past, and to deduce there from 
whdt principles might be followed for political success in future. 

Roman Civilization : it is generally acknowledged that it was their 
superior managerial talents which enabled the Romans to conquer and to 
rule for many years the first largest empire in the world, stretching from 
Syria in the East to the British Isles in the West They used the principles 
of the Scalar Chain, and the Unity of Command in their organisations and 
in the adininisStration ol their government and the army. 

This brief account of the development of management thought among 
the ancient civilizations will indicate that during this long period manage- 
ment was t^erbaps a matter of trial and error, with no definite theories and 
no exchange of ideas The management principles which were applied, wcie 
born out of necessity and were discovered over and over again by numerous 
individuals as they went about attempting to achieve their objectives. 
Management Practices during the period from 1700 A D. to IS50 A /). 

From the beginning of 1700. A. D. a series of events had a real 
impact on managerial practices, among the moie important of these events 
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where the growth of cities, the application of the principle of specialisation, 
the extended use of the printing press and the beginning of the industrial 
Revolution 

During the early years of the Industrial Revolution in England (17C0A D. — 
17 k 5 A D.) anew generation of managers with their own concepts and 
techniques of management -had emerged. They introduced two most impor- 
tant innovations in the basic organisation of production In the early 
factory system, where workers weie brought together to work under one 
roof, with the materials and tools provided by the factory owners, manage- 
ment was characterized by strict military organisation and control, mainly 
to pi event theft of valuable and scarce raw materials. Production and 
quality control were in a primitive state. Financial control, however, was 
better developed as the merchant owners had adopted the best accounting 
and control techniques from their counterparts in Italy. 

As earl> as 1739 A. D , there was clear evidence of location planning 
by tne proprietors of the Carron ironworks in Scotland where ‘everything, 
cvtfQ the Site, was planned with a view to greatest efficiencies of production 
jmd transportation in the smelting and casting of iron’. 

Adam Smith, the lather of Economics, recognizing the need for Pay- 
back computations, has outlined a method for their application in machine 
acquisition and replacement, in his book, *An Enquiry into the Nature and 
Causes of Wealth of Nations’, published in 1793 A D 

The management fuaction of direction had begun to assume some 
importance as Mhe sinking of capital in costly machinery made it nece. sary 
in the interest of employers io work that machinery and continuously as 
possible’. This necessarily required effective direction and supervision of 
labour lorce. 

One of the first complete applications of systematic management to 
manufacturing was seen in England in 1800 A.D at the Soho Engineering 
Foundry of Baulton, Walt ond Company, manufacturing steam engines. In 
this plant, we ^find concrete evidence of •‘’market research and forecasting, 
planned site location, machine layout study, established production standards, 
production planning, standardized components, cost accounting and cost 
control, employee training, incentives and cmplo}ee welfare programme”. 
It was recorded, in 1930, on the systems of this foundry that there were 
almost nothing in the details of the most progressive factory, practice of the 
da>, that Boulton and his partner had not anticipated. 

In contrast to the prevailing and almost universal managenent practice 
of getting maximum production from machines, and with complete disregard 
for the interest and welfare of workers, there was one manager, Robert 
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Owen, 5n Lanark in Scotland whose textiles will stand as a living proof that 
the typical squalor and degradation of industrial life, and ruthless exploita- 
tion of workers were not inevitable; and the crowning glory of Owen’s 
experiment was that his mill was making good profit^ He was ihus demons- 
trating that industrialization need not be built on cheap and brutally abused 
labour. He firmly maintained that ‘‘human machine can be easily trained 
and directed to procure a large increase in pecuniary gain Money spent on 
employees might give ^0 to 100 percent return as against 15 per cent return 
on machinery”. Unfortunately. Owen stood as a glorious exception and 
without any followers during his life time, but he, with his work on human 
and behavioural aspects, was clearly a forerunner of Henry Fayol and Mary 
Follctt. 

Prelude to Scientific Management , 1850 A, D.— 1900 A D.) 

. Emergence of the Joint-stock Company as a form of industrial organi- 
zation brought about the seperation between ownership and management. 
It gave rise to the need for a separate class of persons known as managers, 
who were different from suppliers of capital. It was in this from that large 
scale enterprise for the construction of railways were started in America 
during this period Managers of these large organisations realised that their 
management presented completely new problems from those faced in small 
enterprises As ii to answer these problems, Henry Poor, the editor of tht 
American Railroad Journal (1849 A D.— 1862 AD), appeared on the scene 
to e^tablish ba^ic management principles for arge industrial organisations. 
He coined the phrase “the Science of Management'*. 

He reasoned that railroad managers needed to be guided by only three 
principles. Oiganisation, Communication and Information. He suggested 
that a railroad organisation should be so designed as to ensure that each 
nian's lime was fully utilized and the railway equipment was kept in service 
as fully as possible By communication he meant a reporting system which 
would keep management fully infoimed of the operations, and described 
information principle as analysing information to improve operations. 
Deccntrali'.ation movement in American business was presumably started by 
Poor 

Daniel C Me Callum, General Superintendent of Eric Railway from 
1854 A D- to 1957 A D. and subsequent Director of all U.S. Railroads was 
the first lo make practical use of Poor’s recommendations. In the latter 
capacity, he successfully organised and managed to despatch 160 cars a day 
over 360 miles of a* single track to supply General Sherman’s Atlanta 
campaign employing 100,000 men and 60,000 animals. 
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Like the railways, iodustriai enterprises were growing in size, and with 
the emergence of new markets, they soon grew to match the railways in 
complexity. During the last three decades of the nineteenth century, 
managers of these fast growing enterprises began to realise that they too had 
problems in management and this realisation ushered in the beginning of the 
movement for scientific management Engineers and managers began 
discussing their problems and leading papers before associations, such as the 
American Society of Mechanical Engineers Among those who gave an 
impetus to the scientific managerr ent movements, the names of Henry R. 
Townc, Henry Metcalf and FrcdcTic Halsey are wtll-known Towne 
emphasised that management was as important as engineering 

Emergence of Scientific Management : The last phase in the evolution 
of management was brought about b> the operation of two forces : One was 
the efforts of practising managers to establish standard practic s, and the 
other was the efforts of scientists to demonstrate the superiority of the 
application of the scientific method of observation, hypothesis, verification 
through experiment, and generalisation, to problems of industry. The first 
scientist to attempt this was Charles Babbage, a British mathematician. 
Having studied industry from outside and having observed workshops and 
factories in other countries of Europe, he wrote a book, ‘On the Economy of 
Machinery and Manufacturer’ ; in it, he dealt with the use of machines and 
organisation of human beings for that purpose. His writings anticipated 
many of the important formulations of F. W. Taylor. 

is W. Taylor, Father of Scientific Management ; It was, however, 
left to F. W. Taylor, an engineer by profession, to synthesize and present as 
a reasonably coherent whole, the ideas which had been germinating and 
gathering force in the United States and Great Britain during the last three 
decades of the nineteenth century. He gave, to a disconcerted series of 
initiatives and experiments, a philosophy and a title He w^as the fiist to 
assert that management jvas quite distinct and different from the technology 
of any industry, and that it was very little dependent upon personality, 
beyond the possession of adequate Intelligence, an orderly habit of mind, 
and an ability to see a subject as a whole while keeping track of the parts. 

Starting his career as an apprentice to a machinist in a work shop, 
Taylor, joined the Midvale Steel Company as a machinist and soon became 
a shop-clerk. Within the next six years, he passed through different 
managerial positions and finally became the Chief Mechanical Engineer In 
the Bethelham Steel Factory, one of the biggest engineering factories of that 
time* During this period, bis work on *Hig>Spced Steel', and his invention 
of the *Side Rule for Metal-cutting* had established his reputation as a 
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technical engineer of genius and as an inventor. After having retired in 1901 
A.D , he presented his idea** about scientific management in the form of two 
books, ‘Shop Management’ in 1903 A. D., and ‘Principles of Scientific 
ManugemenP in 191 1 A.D. He abo spent the ^e^t ol his life in addressing 
meetings and advising managers to spread his ideas of Scientific Management. 
It should be noted, however, that Taylor’s ‘Scientific Managemeiif is not the 
same as Management Science of today. 

Salient Features of TayloFs Siicntffic Afanagement ; Ha\ ing worked 
in a number of factories and having carefully observed what was going on, 
Tavlor had come to the conclusion that the main cause of the general 
inefficiency and waste in factories was ignorance on the part of both men 
and management. The methocs of both sides were traditional and no 
attempts were made to find out facts, and to acquire precise and accurate 
knowledge about the whole business. He, therefore, went about observing, 
collecting facts, making experiments, formulation generalisations and 
demonstrating their applications to the problems of the shop fioor. /^ll 
tills, he logically presented in the form of his theory of Scientific 
Managctnent. 

1 Fs>ablishnicnt of a Separate Department for Production Planning, 

Taylor had observed that the shop For;, man were overlurdened with 
the responsibility of planning anc execution of plans and were unable 
of ensure full utilisation of men and machines. Frequent stoppage of 
production was a common feature m all factories anu thie resulted in 
tremendous waste. He, therefore, recommended the setting up of a 
Production Planning Depaitment which would relieve the foreman 
of that responsibility and enable him to conccntiate on supervision of 
production. 

2 Introduction (f the Principle oj Specialisation : 

Taylor recommended that woik in Planning Deparment should be 
oivided into four activities and each should be entrusted to a diirercnt 
individual, as follows : 1) Route Clerk 2} lna,truciion Card Clerk, 

3) Time iind Co^t Clerk and 4; Inspector. 

Similarly, he recommended a functional organisation for the work-shop 
and recommended the appointment of four specialists, viz.. Gang Boss, 
Speed Boss, Repair Boss, and Shop Dispiinarian. 

3. Systematic Selection and Training of Workers : 

Taylor also demonstrated how the right man, selected for the job of 
shovelling, and Uained in the best method of performing that job, 
could give a consistently much higher rate of output. 
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4 Use of the Technique of Time Study 

Tavlor himself developed the technique of time study with the help 
of a Stop-Watch for calculating Stancard Time and Standard Out put 
for each job. This helped the management to fix fair wages for a fair 
output and thereby eliminate most of the wage disputes. 

5. Use of the Technique of Motion Study 

Ta>lor also suggested the detefmination of the best method of perfor- 
ming each job, based on eliminating unnecessary motions and thereoy 
reducing fatigue. 

6. Introduction of the Differential Piece Work Plan : 

Taylor believed that a more efficient woiker should be paid at a higher 
rate, and a less efficient worker at a lower rate of wages For this tie 
suggested the system of differential piece work wages i. c wages acco- 
rding to output and recommended combining it with a higher rale or 
reward to the more efficient worker and a lo^cr rate for the less 
efficient one. 

7. Standardisation of Tools, Equipment etc. 

Taylor knew that if the management wanted workers to accept stand- 
ard piece rates, it must provide standard tools and equipments to all 
workers. 

Taylor's Philosophy of Scientific Management t The above techniques 
developed and recommended by Taylor for improving productive efficiency 
of workers, came to be looked upon by industrialists and factory managers 
as the essence of scientific management. Suspecting that these techniques 
could be used for selfibh purpose e. g. of making more profits at the cost of 
workers and consumers. Taylor very emphatically asserted that, “scientific 
management is not a efficiency device, nor time study, nor motion study, 
nor it is a new system of figuring cost, nor a new system of pa\lng workers. 
In its essence, it involves a complete mental revolution on the part of tl e 
worker and an equally complete revolution on the part of those on this side 
of management, namely, the foreman, the superintendent, and the directors. 
Without this mental revolution, scientific management does not exist”^ Taylor 
summed up the tenets of his philosophy as follows : 

1) Science and not the Rule of Thumb ; 

2) Harmony and not Discord ; 

3^ Co-operation and not Individualism ; and 
4) Maximisation of output and not Restriction of output. 

Criticism of TeyloEs Scientific Management i 

Taylor’s techniques were enthusiastically adopted by factory managers, 
not only in the United States but also in Great Birtain and many European 
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Countries, and even in Soviet Russia. However, American workers and 
trade union leaders had vehemently opposed them and later social thinkers 
also criticized his ScientUic Management According to them, Taylor^s 
theory was based inter alia, on two wrong and unfair assumptions e g about 
(1) the nature of a worker, and (2) significance of bis work to a worker 

According to Taylor, an average worker is like a machine whose 
efficiency depends solely upon his internal dealth and external conditions 
of work. Further, every worker works only for his own gain From thk, 
he had concluded that a worker’s cj05ciency can be increased by motion 
study and incentive wages. These assumptions were later disproved by the 
Hawthorne Studies conducted by Prof. Elton Mayo and his associates at the 
Western Electric Company, from 1924 to 1933. 

Again, according to Taylor, a worker regarded his work solely as a 
source of income and nothing else He therefore, advocated minute division 
of labour which would increase the eflicicncy and output and would thus 
enable him to earn higher wages. Taylor, however, could not imagine the 
disastrous consequences of excessive division of labour for a wotker. It 
meant repetitive and monotonous work and was bound to cause considerable 
discontent among the workers. 

A third point of criticism is that his theory is narrow is scope as it 
was applicable only to the activities of a factory or to the production 
department of a business organisation. The management of a modern 
business organisation, however, has to carry on many other equally impor- 
tant activities such as purchasing, selling, finance, accounting etc., and 
Taylor’s techniques and tools have very little scope in the management of 
these activities. 

liemi FayoU Father of General AdrrtinistrationI Management. 

Henri Fayol, a French mining engineer aod a contemporary of Taylor, 
started his career as a junior engineer in a coal mining company in France 
in 1860 He was promoted to the post of Manager of collieries in 1866, 
and became its General Manager in 1888, when the financial position of the 
company was ci ideal. He held this ojBBce with conspicuous ability for many 
years, and when he finally retired in 1918, the company was extremely 
prospcjous, and had become one of the biggest coal companies in Fiance. 
It was in 19 IS that be published bis book ^General and Industrial Adminis- 
tration, in which he presented his analysis of the Management Process. 
His work was published earlier. In 1SK)8, in the Journal of Congress of 
Metallurgical socicty,*for which FayoPs papers were prepared. Fayol isolated 
the activities common to all forma of management and administration : these 
were : 
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t) Technical, 2) Commercial. 3) FinanctaL 4) Accounting, 
5) Security, and 6 1 Administration. Further, he classified tfce administra- 
tion group into six sub-groups, viz , 1) Forecasting, 2) Planning, 
3) Organization, 4 Commanding, 5) Co-ordination, and 6) Control. 

He then proceeded furiher and distinguished the following fourteen 

Principles of A dtnini stratum : i) Division of work and specialization 
2) Aulhorit) and Respons-ibihly, 3) Discipline. 4) Unjty of Command, 
5) Unity of Direction, 6) Subordination of Partial or Individual Interests to 
Ger eral Interest, 7) Fair Remuneration to Personnel, 8| Centralisation 
of Authority, 9 Scalar Chain, 10, Order, 11) Equity, 12) Stability 
of Tenure, 13) Initiative and 14) Esprited Corps, i,e. Co operation and 
Fellow-feeling. 

These are now widely accepted as the core of the bulk of management 
teachings development and practice. 

According to Fayol, administration or management is a continuous 
process and also a circular and not a linear process. This means that the 
management proccis cot only influences the next element but is itself influ- 
enced by the latter, and it demands cTontlnuous attention of the manager. 

Universality of Management Processes and Management Principles, 

Henri Fayol claimed that the Management processes and principles 
are applicable not only to economic institutions whose fundamental respon- 
sibility is to make optimum utilisation of scarce resources abailable, but 
also to all non economic or social organisations, like charitable hospitals, 
educational institutions, and even government departments ; in other words 
they have a universal validity. There is a large element of truth in this ; 
the reason that both types-economic and non-economic face essentially 
the same probkm, namely optimum utilisation of scarce lesourccs. If, 
theiefore, the management processes of forecasting, planning, organization, 
command, co ordination and control, and others, help and guide the 
managements of economic organisations in achieving, their objectives, they 
should also be as helpful to the managements of the other organisations ; 
and they should also provide a sound foundation for management practices 
for the other insi itutions 

Advocates of this universal approach also claim that theoretical 
knowledge about management and experience, are transferable from 
department to department, from enterprise, and e\en from country to 
country. 

It is, however, necessary to add that though fundamental manage- 
ment concepts and principles possess universal validity, management 
practices are bound to vary according to political and socio-economic 
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ironmtTits in :’i{Terent countries. This because management is b> naturt 
both science and an art and so its applications have necessarily to be adopted 
to the conditions in which it is practised For example, one theory suggests 
that democratio style of supervision produces the best results in the long 
run This, however, docs not mean that it should be adopted at all times 
and under all conditions ; under certain conditions, with a particular group 
of workers, and for certain kinds of jobs, it may not be found acceptable or 
may have to be suitablv modified. 

Training of Managers : Before Fayol, it was generally believed that 
persons had lusi lo be born to be managers and one could not be trained to 
become a managtr is one of the reasons being presumably that there were no 
theories or principles of management to be taught Fayol however, believed 
in the universal need for knowledge about management and had formulated 
his General Theory of Administration and had also stated his fourteen 
principles He. therefore, strongly advocated that persons desirous of entering 
managerial career sliould be taught accordingly, liis advocacy proved very 
efrecf?\e and the ihench CJovernmcnt set up the Institute of Administration 
in Puns m 1^20fi>r management training. 

hixoJ and Taylor : a hruf appraisal 

*‘!n ra'vofs writings, there is a blending of humanism and social 
awareness wjih business elliciency. Fa\ol preaches the universality of 
nianagcnienl and. in this sense, ns also cnc of the pioneers of the ‘behavioural 
school’ ol liianauemcnt theory 

Fayols’ work and thought are relevant mostly to higher levels of 
management ; Taviors’ contribution was, mainly in improving and rationali- 
sing shop-level clficiency. Fayol was a management philosopher ; Taylor, a 
management engineer. Fayol seeks to blend managtmcRt principle! 'Aiih 
social aims and human propensities ; Taylar ignores human reactions in the 
formul tion of his elRciency techniques and performance norms. 

In a sense, therefore, Fayol's and Taylor’s work and writings are, to 
a iaige degree, complcmciilary”. 
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IV 

POST «TAYLOR-FAYOL’’ TRENDS IN MANAGEMENT THOUGHT 


After Taylor provided his techniques and tools for improving task 
efficiency based on the adoption of his “scientific” method and Fay ol for- 
mulated his theories, students from different disciplines, such as psychology 
sociology, etc. come forward to study the subject of management and made 
theiir contributions. It is proposed to indicate briefly the salient contribu 
tioDS of tte more important of these researchers. They are : 1; Frank and 

Lillian Gilbrcth* 2) L. P. Alford, 3) Henry Gantt, 4 Hugo Munsterbeig, 
5) Flton Mayo, 6) Mary Follett, 7) Chester Barnard, 8) Abraham Maslow 
9) Douglas Me’ Gregor, 10) Kurt Lewin, 11) Rensis Likext, 12) Chris 
Argyris. and 13) Peter Drucker. 

Frank and Lillian Gilbieth. 

Mr & Mrs. Gilbreth are famous for their technique of Motion Study 
for developing ‘one best method’ for doing any job in a factory. In the 
course of theii studies, they invented and used many device ^ and techniques ; 
one was motion picture films to analyse and improve motion sequences ; the 
second was tlie micro-chronometer, a clock with a large sweeping hand 
capable of recording time upto 1/2000 of a minute or a “wink’' third, with 
the use of these films, they constructed three-dimensional wire models of 
motions to permit better study and analysis ; fourth they refined hand 
motions into seventeen baaic rrotiors and called them “ IHERBLIGS”— 
Gilbrcih spell backward with the ‘th’ transposed.—- Finally, they developed 
process chaits and flow diagrams which are widely used today in method 
study. 

L. F. Alford : 

Alford lormulated his principles of manufacturing management and 
his statement of some ^0 “laws of management”, may be conveniently classi- 
fied into eight groups ; the orignial presentation was to Araericin Society 
of Mechanical Engineers. These are— 

Organisation and Leadership, Specialisation and Standardisation, 

Production planning and Control, Material Control and Handing, 

Product Inspection and Quality Control, Individual Productivity, 

Wages and Wage payment. Safety and Maintenance 

The principles, by their nature, cannot obviously have the exactitude 
of physical laws but they undoubtedly help managers in their tasks. 

Henry Gantt : 

Gantt, like Taylor, emphasised the Importance of principle in deve- 
loping, maintaining and operating an industrial concern. He made fonr 
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important contributions ; one was the straight line chart to indicate and 
measure an activity by the amount of time tequired to perform it ; this is weH 
known today as Gantt Chart used by production managers to compare actua? 
with planned production. The second was the Task and Bonus Plan for 
remunerating workers ; this plan^ unlike that of Taylo^^ DiiTcrertial Piece 
workplan, guaranteed a minimum wage for output le>s than the standard^ 
a bonus in addition to daily wages for standard output, and a reward for 
production above the standard. His third contribution was, ‘‘A Policy of 
Training Workers rethcr than Driving them”. Finally, be pleaded that 
emphasis be placed on service rather than on profit. 

Hugo Munsterberg / 

Munsterberg started his research in the application of psychology in 
industry. Based on this research, he published his book ‘Psychology and 
Industrial Efficiency’ in which he made a stong plea for better understan- 
ding and application of psychology. He proposed inter alia, that the role of 
the psychologists, in industry, should be (i) to help find the man best fitted 
for a job, (2) determine the psychological conditions under which the best 
output per man could be achieved and (3) produce the influence on the 
human mind desired in the interest of managemeat. 

Etton Mayo : 

Prof. Elton Mayo conducted experiments in the Department of 
Industrial Research at the Harvard University and presented his findings in 
his book, ‘‘Human Problems of an Industrial Civilisation”, published in 
1933 The Studies, at the Hawthorne Plant of Western Electric Company, 
undir his guidance. (“Hawthorne Studies or Experiments”) arc a landmark 
and a begining of a new direction and a new emphasis in management 
studies ; these showed that an organisation is not merely a formal of lifeless 
structure but a dynamic, live and vital social system. According to Mayo, 
whose methods were clinical and diagonostic, workers in a factory consti- 
tuted a culture of their own which could be observed and analysed. To be 
effective, management must recognise that the work performed by indivi- 
duals must provide them social satisfaction along with satisfactory output 
for management This meant that management should assume a , new 
role in its dealings with employees and it must develop a new concept of 
authority and right to command, help foster a new social order ba^ed on the 
individual’s cooperative attitude and the system of coordinativc organisation 
and communication developed by management. In short, he recommended 
Sociological concept of Group Endeavour, 

Mary Folett : * 

Revelations of the “Hawthorne studies” were largely anticipated by 
at least ten years by Mary Folett, whose writings bring out a surprisingly 
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the operation of social processes and group dynamics in an indQ^trial or#]!ani- 
sation. According to Miss Folett, the basic problem of every organi-atK;Li, 
economic or social, >vas harmonising and co-ordinating the group ciTort to 
ensure the most efficient effort towards completing a task She, tliercforc, 
suggested that the manager should try to develop power ‘with people’ railier 
than power ‘over people’, and for this she recommen<]c d i:ig 

on order’ and making \i -the Law of the Situation*. 

In her view, co^rdinaticn was the core of mantipemcnt vliich <-!one 
eould endow a group effort with a "Plus Value*. T’^is aouU produce a 
result in which ‘the whole could be greater than tiie sum of it- partv. In 
order to resolve frequent conflicts, she strongly recommended I mc^:raticn' 
in place of the traditional methods of Domination or Compromise. liUcgia- 
tion means evoKing a third altcinative, in which individual diffc fences aje 
integrated to form a new opinion with which ever>one is satisfied. In short. 
Miss rolcti's approach wa^ es^^entially ps>cho)ogical, that is, to study the 
problems of a business organisation, problems of power, authority conflicts 
and control, from the point of view of the individual. 

Chester Barnard : 

Barnard had a profound impact on the thinking about human organisa* 
tion. His main contributions 1 avc I een his logical analysis of organisation 
structure and application of sociological concepts to management. These he 
presented in his book The Functions of the Executive’, published in 

Barnard described a formal organisations as ^that kind of cooperation 
among men that is conscious, deliberate, and purposeful*. He defined it 
fuitheras ‘a system of consciously coordinated activities or forces of two 
or more per^sons*. According to him an Executive is the most strategic 
facto- in such organised and cooperative systems. He then went on to 
describe three funccions of an executive, viz : 

(1) to provide a system of communication for cooperative system. 

(2) to promote the acquisition of efforts needed for the operation of 
the system, and 

(3) to formulate and define the objectives of the system. 

In short, Barnard introduced social concepts into the analysis of 
managerial functions and processes ; and his emphasis was on leadership 
decision-making and communication. According him — 

(i) Management is a dual process, technical and social ; 

(ii) A factor of real importance, in an organbation, is leadership ; 

(iii) The fir^t executive function is to develop and maintain a system o 
communication. 
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(iv) Organisations is a system of co-operation ; 

(V) Co-operation has to be earned both by financial and non financial 
incentives ; 

(vi Material rewards, beyond the substhance level are ineffective 
except to a limited number of men ; 

(vii) Opportunities for distinction, prestige and power and more 
significant than material awards. 

Abraham Maslow : 

The primary task of a manager is to get people to contribute activitiet 
which help to achieve the goals of the groups or the organisation. Tradi- 
tional managers believed that the only way to motivate people was to use 
the technique of ‘carrot and stick* or reward and punishment. Practising 
managers, however, soon discovered that the use of this technique could not 
achieve the expected results from employees. It was at this time that 
Prof. Maslow put forth. In his now famous book ‘Motivation and Personality’ 
published in 1954, his theory of the Hierarchy of Human Nteds, According 
to him, human needs can be arranged in the form of an hierachy starting in 
an ascending order from the lowest needs to the highest viz. 1) Physiological, 

2) Safety, 3) Affiliation, 4) Biecm and 5) Self actualisation. Further, 
according to Maslow, a satisfied need ceases lo be a motivator. 

Though Maslow’s theoiy has been severely criticised on several 
grounds, his identifications of basic human needs has been popular and it 
offers some help and guidance to practising managers. 

Douglas Me' Gregor : 

Douglas Mc‘ Gregor is noted for his “rhcor> X * and “Theory Y“, 
which he presented in his book “The Human Side of Enterprise*. He was a 
behavioural scientist and his central concern was the appliication of behavi- 
oual science research to the practice of management and the direction of 
organisation. He argued that the traditional organisation and management 
practices were based on certain assumptions about human nature and 
behaviour Managers, in the past, had not made any efforts to make those 
assumptions explicit and yet, practices were based on them. Some of these 
assumptions and practices based on them, are stated below : 

(L) Management is responsible for organising elements of productive 
enterprise- money, materials, machines and men, in the interest of 
economic ends. 

(2) An average human being has an inherent dislike for work and will 
avoid it if he can ; he must, therefore, be concrced, controlled, 
directed, threatend witii punishment etc, to ensure that he puu 
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forth adequate effort for the acliieven>ent of organisationai 
objectives. 

(3) An average human being prefers to be directed, avoids responsi- 
biJities, has relatively little ambition and wants security ; this 
calls for close managerial supervision, detailed control and use of 
only material rewards to individuals for better performance. 

This briefly, is “Theory X'\ According to Me’ Gregor, wide-spread 
use of organisation and management practices based on the assumptions of 
‘Theory X’ for many years also could not secure higher levels of output. 
Rather, they tended to result in wide-spread discontent among employees and 
frequently gave rise to such phenomena as go-slow, work-to-rule, strikes 
and wanton destruction of property. 

TJic conventional approach of “Tlieory X’ is based on mistaken noti- 
ons of cause and effect. Me’ Gregor's observation of behaviour of employees 
at work led him to formulate a different set to assumptions about human 
nature and behaviour and to suggest progressive practices based on them. 
He called it “Theory Y” and its assumptions include the following : 

1) [Same as (i) in Theory XJ. 

2) Expenditure of physical and mental effort in work is as natural to 
man, as play or rest. An average human being docs not inherently dislike 
work ; depending on physical and other conditions, work may even be a 
source of sail. '.faction. 

3) Man is capable of exercising seif direction and self control for 
achieving the objectives to which he is committed. Evtcrnal control and 
threats arc, therefore, likely to give use to resistance. 

4) An avejage human being learns, under proper conditions, not only 
U' accept but to seek responsibility ; avoidance of responsibility, lack of 
ambition, and emphasis on security arc not necessarily inherent human 
characlcrestics. 

5) Commitment to objectives is a function of rewards associated with 
tlior achievement. The most significant of rewards, such as satisfaction of 
ego and self-actualisation needs, can direct efforts towards organisational 
objectives. 

6) The capacity to exercise a high degree of imagination, ingenuity 
and creativity, in solving organisational problems, is widely, not narrowly, 
distributed amongst people. 

7) Under the conditions of modern industrial life, intellectual pote- 
niiul of an average human being is only partially utilised, 

8) Managements’ primary task is to arrange organisational conditions 
and methods, so that people may acliieve their own goals bestly directing 
their own efforts. 
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This is a process primarily of providing guidance, creating opportuni- 
tes, releasing potential, removing obstacles and encouraging growth. 

Critics have called “Theory Y” as idealistic or utopian and have 
naintained that man is for more complex than what Me’ Gregor visualised. 
Yet, Prof. Schein concedes that this has ^provided us some guide lines 
which may help vacii of us to conic to tcjms with our owm assumptions and 
ilicicby liberate us to see the world moie accuraicly and wisely’. It docs not 
involve abdication of management: it is v iial Pater Drucker has called 
“management by objectives” in contrast to “iiianagemcnt by control”. 

Lurt Lewin ; 

Among the behavioural scientists, Kurt Lewin is well known for bis 
concept of Field Theory and the technique of Group D>aiTijcs. His Field 
Theory is regarded as the clearest explanation of how motivation depends on 
organisational climate. It starts from his cclcbialcd formula : B=^-F (P E). 

Which means human behavioui (B) is a funclion of Person (P) and his 
environment (E). Jn other words, to undeistand someone’s behaviour, at a 
given point of lime, we need to know something abiiut the individual as well 
as his envnonment at that time. In the context of motivation, this means 
that people have ditTeiing motivations at various tunes and that the power 
with which something motivates, depends on the cirniale of operation. 
Relating this to production. People can be seen as opeiating in a ncld of 
restraining and driving forces, and their actual behaviour will depend on 
these coiinleracting forces, A manager can try to improve, heir pioduclivc 
elToil either by reducing lestraming forces or by strengthening driving forces 

Technique oj Group Dynamics : Group dynamics implies the nature 
of dynamism in a group, that is, the capacity of a group to a(bq:)t new ideas 
and change with circumstances. Lewin experimented with this lecnnique 
during the second VVorld War. in one of his experiments, be showed that 
group discussion and group decision are alv\'ays helpful in introducing 
ciianges ; from tiiis he concluded that acceptance of change is largely a social 
and group funclion rather than an individual one. 

Rensis Likert 

Rensis Likert, a former director of (he institute of Social Research at 
the University of Michigan, conducted extensive research in hundreds of 
organisations vvbth the help of his associates, in the field of Leadership, and 
enunciated four basic styles which he presented in his ‘New Patterns of 
Management', published in 1961 and ‘The Human Organisation’, published 
in 1967. 

These arc described as (1) Exploitative-Authoritative 

(2) Benevolent-Authoritative, (3) Consultative-Democratic, and 

(4) Participative-Democratic, 



Likert and his associates aiso developed a measuring Instrument for 
evaluating ieadcrahip styles of individual managrs. This instrument contains 
51 items covering variables relating to leadership, motivation, communication 
interaction ; infiuenee, decision making goal setting control, and perfor- 
mance goals By evaluating a manager in each of these, a profile of a 
manager can be compiled. 

Chris Argyris ; 

Prof Argyris. at the Yale University, made a study of industrial 
orgnnisations to dete rmine the elTect of mangement pracuces, on individnal 
bettavionr and personal growth within an organisation. Acc< rdirg to him. 
btven changes take piact in an iudivldual as he moves from intancy 
(immatuttiV^ to adulthood imaturlty). These seven caanges may be viewed 
as being on ;; couriauum. 

Argyns contends that many organisations keep i heir cnjnIo)ce in a 
stitc. of immaturity. Position descriptions, work assij.nmenl's and 
specialisation lead to routine unchallenging jobs ; they also tend to 
the amount of control workers have over their environment This, in » ^ ' 
encourages them to be passive, dependent and submissive, and 
employee^ in this staU* is one of the results of the formal organi' aiion, 
mandgement hkes to control everything, the workers being treated as 
cogs in a big machine Th^ type of thinking is incompatible with tne* 
dcvcionment of a matured personality, and the rciuli is a fo? roal organisation 
incongruous with a matured personality. Thus, Arg>ris‘ findings indicate 
that maiiaccnicnt*s view of a Worker may be the major stumbling block in th^ 
moiivatiou proces'. Unaware of what really motivates employees, inaDagc- 
ment h un »oL* u» e:;rae up with a viable practice of motivation. 

Peter Drurl^^r * 

Born in Vienna in 1909, Peter Druckcr is a contemporary major 
Influence on mir. igeinent practice. The ideas he put forward in “The 
Practice man «;>j.ient‘ , many years ago, are still basic tenets of manage- 
ment, thiv>ujihoji the globe. 

Drucsers oxtcn'fi c waitings are landm irks in managerial profession. 
His book.^ commune attention not for tfccir aphorisms nor for their mastery 
of technical Ci^moutatton ; Druckers real contribution to managerial under- 
standing lies, not so iTiMch in the cash value of hi> ideas which doubtless are 
innovative, as in the ilLorous activity of mind, which they generate. 

On tiu" issue of profits, Drucker says t 

‘•Actually, a company can make a social contribution, only if it is profitable. 
To put it crudely, a bankrupt company is not iikeiy to be a good 
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tbmpaay to work for, or likely to de a aood neighboar and a doirabli 
member of tbe community— no matter wbut some sociologists of today seem 
to believe to tbe contrary.,, 

Dracker ' believes that. In today’s world, barrmn freedoms most 
genuinely cherilhed. depend, to a large extent, for tbeir protection, on 
large-scale organisations. When successful, these organisntions allow for a 
large measure of human fulfilment now available to man ; they provide for a 
main plank for achievement of personal freedom and for assnmqtion of 
responsibility through seif cuntrol. If the instiiutions of business cannot 
meet the grownig needs of economic performance, and the exacting demands 
of man and society nothing would appear to stand between an individnai 
and forces of chaos or terror. 

-O- 
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V 

DIFFERENT APPROACHES TO MANAGEMENT 


F. W. Taylor and his followers, who were engineers, looked at man-’ 
agement mainly from technical point of view, that is, from tiic point of view 
of improving task efficiency for securing maximum output from machines, 
materials and men. Scince then students of different disciplines such as eco- 
nomics, sociology, ps>chology, mathematics, statistics etc. started studying 
management, and began to put forward their views about theories of man- 
agement. As a result, there developed, what Prof Koontz called ‘The 
Management Theory Jungle’. Management thinkers, however have been 
able lo identify and isolate several Schools of Management thouglU from this 
jungle ; these include : (I) Traditional or Scientific Management School, 

(2) Beliavioiual School .1) Management Process School, (4) Quantitative 
School, Systems Schools and (6) Contingency School. 

Traditional or Scientific Management School : Taylor is acknowledged 
as the founder of this School It concentrated its attention on how to in- 
crease production and productive efficienc> of machines, materials and man. 
Gilbrctlis, Emerson, Jlenly L Ga iti arc some of the well known followers of 
Ta>lor w'ho refined Taylor’s techniques or added new dimensions for increas- 
ing productive efficiency. 

Frank and his wife Lillian Gubreth, a’*e best known for the develop- 
ment of motion economy, in particular the basic hand motion which they 
named THERBLIGS As stated earlier they developed and refined the 
technique of motion study with a view to eliminate unncce^.sary motions and 
thereby reduce fatigue ; they claimed furtiier lhai wnth the help of motion 
study, it is possible lo develop the one best method-tiic most efficient method 
for performing each job 

Harvington Enieison did more to popularise the philosophy of efficiency 
than perhaps any of his contemporaries. He formulated Twelve Principles of 
Efficiency’, published in a book. 

Writing about Scientific Management, in 1954. Peter Drucker stated 
•‘Altogcthei it may well be the most powerful as well as the most lasting 
contribution, America has made to the Western thought. As long as the 
industria society endures, we shall never loss again the insight that human 
w'ork can be studied systematically, can be analysed, and can be improved by 
work on its elementary parts”. 

Behavioural School : The emergence of the behavioural approach to 
the study of management may be regarded in a sense, as a revolt arainst the 
exclusive emphasis on machines and matcrals by the ^ientific Management 
School* and to the almost complete neglect of human factor in industry. 
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The advocates of the Behavioural School argued that in as much as a manager 
gels things done through and with the help of people, the study of manage- 
ments must be centred around the workers and their interpersonal relations. 
They, therefore, concentrate on the study of the individual his psychological, 
motives, the informal groups, group dynamics and motivation. These 
scliools han heavily on most social sciences indud nj psychology, sociology, 
soc al p Achologv and anthropology. It concerns itself with understanding 
tl\e rclexant phenomena of intra-personal and inter-personal relationship 
as they relate to th- wmk situations as well as with obscring work group as 
anthropological ^ub-cullurcs. It opened the floodgate of investigations of 
lunr;an rcsnurccs. 

The origin of this school may be traced to 1879 when Wilhelm Wundt 
cxlablished, at Leipzig, a labo^-atory for the study of human behaviou -, a 
major stop in transforming psychology to an experhncntal science. It was 
Djv Munsleiherg, his student and a professor at Jla^'vard, who published his 
book ‘Psychoh)gy and Industrial Lflicjcncy^ in 1913, mlroducnig ihc new 
held of IndusJrial Pr-ychology. 

It is, however, Prof. Elio Mayon who is regarded as the father of Bell- 
vioural Sciiool. wo rking at t he Department of industrial Research at the 
11^ ard l inivcrsiiy, led a team conducting a scries or cxpcrm^enls aT tlie^ 
FTavuTiom?pT^^ Ih ‘ Western Electric Company to evaluate attitudes imd 
psychological icactions of the vnorkers in on-llic-job situations under dilTcrcnt 
I physical conditions of work such as illuminat ions, hours of work, rest pauses, 
L\s well as monetary and non-monetary bcnchts. From the record of their 
rccaclions, behaviour and produclivity under these changes, Prof, Mayo 
drev\^ conclusions : 

A factory is not only a techno econojnic unit but it is also a social 
unit. 

2. Winkers in a factory spontaneous]) small informal groups and 

their bohiivioiir is greatly influenced by these groups. 

\ 3r. The attitude of the supervisor and his style of supervision influence 
workers attitude to work and their productivity. 

4, While wages physical conditions of work do c.xereise some influence 
on workers and their productivity, a far greater influence is exercised 
by-' their interpersonal relations, and by the attitude of the 
supervisior. 

A discussion of the Behavioural School will be incomplete without 
acknowledging ♦he basic contributions of Mary Follett. Having acquired 
international reputation as a Political Scientist through her books. ‘The 
New State' and *Crcative Experience’, she turned to the study of individuaK 
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and group in business situations. She was the first to clarify concepts of 
Power, Authority, Control and Conflict in business organisations, and to offer 
valuable guidance to practicing managers in these matters. 

Management Process School : This school is bnsed on a theory of 
management around the managerial process of getting things done by and 
through people whose efforts, in organised groups, are directed towards a 
common goal, This theory attempts to analyse, by (a) an investigation of 
the process 4 ^b setting out a concepiual frame work, and (c) formulating 
generalisation or principles that underline the process. 

According to Henri Fayol who Is universallv recognised as the founder 
of this school, and later writers like Newman. Koonlz and O’Donnel, Terry 
and Brech, who refined the process theory, the management process involves 
planning, organising, staffing, directing, controlling and motivating. 

Advocates of this school further argued that the management process 
is universal in the sense that it occurs not only in business but also in non- 
business organisations ; it applies not only to top management but also 
middle and first line management levels. Furthermore it is claimed that 
management principles distilled from experience possess universal validity in 
the sense that these hold good under all conditions, in all countries and at 
all times ; this claim, however, is open to question. 

Prof Koontz is of the view that the management process approach has 
certain advantages for students, researchers and practilioncrs, such as— 

(1) It helps to present effectively knowledge aoout management. 

J(2) It provides a starting point for researcheis to verity their validity 
and to improve their applicability 

The principles help practising managers in improv ing practices. 
It may, however, he pointed out that though these provide a 
scienfific for management practice, in real life the principles 
have to be adapted to such environmentyl variables a? political, 
social, cultural and economic conditions of the countries where 
or people among whom the business organh alions operate, 

Quantitative School : It is only after the second world war that this 
approach has attracted attention. It makes use of mixed teams of, for 
example, a mathematician, a physicist, an economist, an engineer, an 
accoun ant and a statistician, to study a problem in say inventory manage- 
ment By thus studying the problem from different point of view, the 
resulting solution should be much better than could be achieved otherwise 
It is thus a scientifle method utilising all possible scientific tools for providing 
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a quantitative basis for managerial decision! It is, therefore, labelled as 
quiinutativ<? approach, operations research approach or management science 
approach, 

This approarh consists of the following steps 

1) Formulation of the problem. 

2 ) Construction of a mathematical model to represent the system 
under study ; this model expresses the effectiveness of the system 
as a function of a set of variables, at least one of which is subject 
to control. 

3) Otvising a solution from the model ; this involves finding the 
values of ‘control variables, that maximi:>ethc system’s effectiveness 

4) lestino the model and the solution derived from it ; this involves 
evaluating the variables, checking the model. s predictions against 
rcahiy, and comparing actual with forecasted results. 

5 ) F tablishing controls over the solution ; this involves developing 
tools for determining when significant changes occur in the vari- 
ables and functions on which the solution depends, and determin- 
ing how to modify the solution in ihe light of such changes, 

hi Putting the solution to work, 

ScicTdists and engineers have, been involved in military activities 
for as long as recorded history. One of the best known instances 
in ancient history occured in 212 b C, svhen the city of Syracuse 
employed Archimedes to devise means of breaking the naval seige 
of the City, under attack by Romans. In England between 1914 
and 191 5. F. W. Lanchester aitcinpied to treat military operations 
quantitalivt :> ; lie obtained expression.^ rei .oug to ujc outcome of 
a battle to both the numerical strength of tl. .oi b ^tanrs and their 
relative fire power. Again, in England du^ng d < Second World 
War. cftcciive military operations researu w re undertaken. 

1 he techniques were used in improving eioJv warning radar system, 
m anti submarine warfare, in cnilian dcFuce, in determining 
CO voy si/e, in conduct oi bombing luub on Germany etc. 

F vM. lv47 ih.ji tnis technd.uc w.i. introduced in busi- 

' r ' 0 Oft- ^ati-malhed industries 

•-) i 'ie : c iH.n';.cnta;ions with 

tv*, r. ,5 t-, u R techniques were first used in 
. ! C'bicn o-p,Tais. Jep irtment stores, 

“i -v ' ‘N ■' SuivC tju'ip a 

■ b • oevt'opcu aud wic'tiy 

^ ' ’ ' ’ ' •uuft* wel -known aino: g 
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these are : 1) Linear Programming 2) Queueing Theory, 3) Monte 
Carlo Methods, 4) Game Theorv, 5( Informiiiion Th eory, 
6 Probability Theory, 7) Samplmg Theory 8) Invtnto C nlrol 
Models, 9) Critical Path Method, and U); Pro^rar/.me E\a!ualion 
and Review Technique. 

Systems School : The fifal management writer and pracli inLi manager 
to see management in the context of systems was Chester Barrai * ile .i ^ 
an executive as a component of a formal organisati jii and the ! itu' i l - 
of the entire co-operative system involving ph>sie\al, ba. ‘ ‘ 

psychological elements 

A system has been defined as an assemblage of it.* 'i nr 

inter-dependent, so as to form a complex unity ; a v le c n ; x* *.d \ pa:- 
in an orderly arrangement according to sojpe scheme or , l x tim, r 
key* concepts involved in systems theory are : 

1. The whole is not just a sum of the parts but a toiuiily. 

2. A system may be either closed or open. A ‘ y. m is epen T it 
exchanges information ’ energy or material with cn\.iionm(*nt 
like a businsss organisation; if it does not ha c such reactions 
with its environment, it is called a closed system. 

3. A system must have boundaries that separate it from its en\ifon- 
ment. In the case of a social system, however, these boundaries 
are not rigid. 

4. Closed physical systems are subject to entropy-the tendency to 
•run down’ , of/en :y Jems, because they receive inputs* from their 
environment, do not suffer from eutropy, 

5. An open system in order to survive must receive sufficient inputs 
to offset its outputs 

6. If a system Is to achieve dynamic equilibrium, it must ha e feed- 
back, that is an informational input that tells whctlu.r tin. .ysuin 
is achieving at least a steady state and is not in d mecr or gradual 

uestiuction. 

7. All system, in general, have subsystems and an. :: o .[ .rtnfa 
suprasystem. 

8. Open systems, particularly soud, can ac'ncvt !e red i ! m 

various ways \y m n of c. oror nc^si * ' * , , . 

'•cxui fina!ity“\ In xul. ^‘y^lt * heisirojijx ^ 

varying inputs and v < •* \ . ' u ihoos , i , 

rule, tlieri' is do single ricst way- 

An advantage of ll:e Systems Approach is that it onabios us ic 
critical variable^ an :* consuainis and ihcir iruerat with o ,c anuiiur 

3 *' . 
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It force^ a rractKing manap'r t' ht ain' tantl.. ;.a.arc (!.al one ir elcrrcnl 
phenomenon should not be t.cated «Uhout r-.e-rd for it^ inteiaciing 
consequences with other elci.itnu or rslunomcne 

C ntiiif'incy School : Coi.tingeric> app't^ach wa-i hr .t aCs'Katcr.' by 
J W f.ot .chandP R I a» rente in 1970 Ihese -^.nicrs ciiutn"(' ail cai;;_r 
approaches (except the Systems ArFrcafh' : atccrcing to them, the essence 
ol ill these approaches is that there is "one best wa>” to manage They, 
however, assert that Taylor may have been right when he saiJ that there is 
< :.e best vray to nerfe rm a repetitive practical Ofreration, hut that is not true 
of decision making, planning, organising etc Dilfcrent organisations with 
oiiTcrent tasks and dilTering competitive environments req 'ire different 

decisions and plans, in varying situations. 

The essence of Contingency or Situation al Approach is that the 
,nt- malfunctioning of an organisation must he coasistent w,ih ormands of 
oriidiiisatlon task, technology or external environment, needs ol its mcmbirs 
me if the organisation is to be effective. Rather than searching f.u the one 
best way to organise under all conditions, it is better to examine the function 
ing of the orgahisation in relation to the need of its members and (he external 
pressuies facing them. 

Continacncs View of organisations and their management, according to 
F F Kai^l at'd -I- Rosciiz'icig, suggists that a business orgunr ation is a 
s,Y-tein composed ot sub.v.lcins, and seek to understand the inter-ielaiion- 
ship trilhin and among the subsystem, as well as between the orgaiii-aiirm 
and Its environment. Hs aim is to suggest organisational deigns and 
managerial actions most appropriate lor specibc situations. 

This approach also recognises the reality that management and organ!- 
, ation are open systems and processes in continuous interaction within them, 
si Kcs and with other ss stems. Fuither. there is no one- to one cause and 
Hi ect relationship between inputs, processes and outputs in an open system, 
beeau.e of the operation of a multitude of intervening variables which prevent 
the system from responding in simplistic and predictable manner. 

This school also believes that there is nothing final either about means 
ds They are tentative and are related to each other. There is no one 
rTgoal Goa's arc multi-dimensional and management may try to 
^\imisc their attainment. Similarly, goals may be determined not 
”!:cessaiily at the beginning but as means are being made available. Abilities 
”f anagers. their value systems, their subjective notions and the objective 
° Tto of the organisational and external environment enter as inputs into 
Ihe management process and powerfully influence the quantum and quality 

of outputs. 
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The Jungle t Way out : 

fn conclrsion, Contingency Approach discounts the notion that 
mechanistic, simplistic principles developed by Taylor, Eayol and other 
classical theorists, have universal generality and appiicability. Even 
behavioural and quantitative approaches to management are not free from 
the obsession of the “one best way” of doing things Behavioural theorists 
Jean too much on psychological theories of organisation, while quantitative 
school emphasizes a prescriptive, precise approach in terms of logic and 
rationality. Systems and Contingency approaches recognise the complexity 
of organisations and their environment and the variability of their interac- 
tions. Systems approach enhances our understanding of organisaiional 
dynamics and complexities. Contingency approach endows organi^ations 
and management with flexibility in order to grapple with a variety of 
situations ; It requires a pragmatic bent of mind with emphasis on situatic nal 
analysis and with evolving appropriate managerial practices for varying 
situations. It however, should not mean that a manager can take any 
decision or action and justify it by saying that “it all depends’ on conditions, 
and situations. 

While conceding general superiority of Contingency Approach, it is 
necessary to sound a note of warning that it should not be interpreted to 
mean that the other theories and principles have no value to a practising 
manager, and that he is free to pursue his narrow goals, with complete 
disregard to social and ethical factors. 

Finally, in approaching a clarification of management theory. Prof. 
Koontz suggests that a few criteria be kept in view : 

The theory— 

(i) Should deal with an area of knowledge and enquiry that is ‘mana- 
geable” 

(ii) Should be useful in improving practice ; and in this regard, the 
task and the practitioner should not be ovei looked ; 

(iii) Should not be lost in semantics or in uscleses jargon. n(»t intelligi- 
ble to practitioners ; 

(iv) Should give direction and efficiency to research and teaching ; and 

(v) Must recognise that it is a part of a larger universe of knowledge 
and theory. 
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D.^clsion Techniques 

// / Tt^'chiiiqui* n " (■ jup Dccis'^m-nitikiry , 

Another qualitative technique for group decision making is celled 
the Di- rhi Technique. This name has come from the ancient Greek 
in>tholotKal episode of the Oracle of Delphi In this techoiaue. the 
nxm\>ci\ of the g^oup ar<: rot required to be ph\!.icaHy present in one 
n<'r are they required to t ike uliimate decision as in the Brain-storming 

t. 

la thi'' Icchnjqtie a questionairc about the problem is sent to 
the PXTV'rts amt the> art invitee to express their viev^s and opinions 

on th«w T rohlem. 

When their responses are rccei\ed, they are tabulated and summarised 
and a rer'ort of this is sent to them. Alongwith this report a second 
quetunaire deigned to probe any issue that needs further elaboration or 

consideration, is sent. 

The fc. d back rep<^rt is evaluated, and members arc requested to 
rate or M t** on \aru>us l( eas presented by the members. The information 
r-'cu e d on d Kcd and tlic decision is made by the management. The 

, nu . / fd tlif’ ir.ti-r I’Citrsn .ecei^ed ar.-J the decision of the management 

arc I - ‘I att d W c i')t mb »'s. 

lluis. in this tc^linique the d- cisiim ’.uakcr has a large number of 
idca^ bc!< rc hirn to c! o^se from .-.id the \it^^s of the memberrs on the 
ideas td .nlicrs Hie idu s uie ikeiy to be oiiginal, and views are likely 
to be fo c and frank as th<j identity cf the members is not known and so 
th- re no leur of being lanpheci at or rediculed. 

n.fl, ri nf Appniaehes to Man->'’em€nt 

}!,,}\uin R.ljtians Apptoach : '] he emergence of t’^is approich 
the wide preiid pc'i' d inty it gained for some time may be regarded 
i rc'O^: Uk SueuUlic M*mdgcment Approach which had placed 

^ ’Hi bines, met;»od> and materials for higher produc- 

(i, . io.i f ' vonpftLlv nc^lcLtcd the human factor. The 

a,* ^ . . ’• i Approach argued that in as much as a 

nutM Ojcr M. ’ ' with the help of other men, study of 

,, . V, ni h .ei.uad aro. TiO workers and their interpersonal 

r * 

?■ . i I '.1':. ffr’ -or I f ^ociolop, in the Harvard University 

, , I . ( i.ir.. . r '' -'I foi-'ti'icr of this approach. At the 
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invitation oi trie weMcrn ticctnc company, Jie conJuctco u: .r 
between 1924- 1932 at the Hawthorne plant of the Company. 

They have come to be regarded as the land nuirk.s in the history 
of management thought. In the first cxpe>iment known m I he / lumination 
Experiment^ it wa^ observed that improved worker productively could 
be achieved by improved physical condition at work, as well as by iafoimal 
social reliti' ns between the members of the woik group, la the second 
experiment known The Rtiay Assembly Test Room Lxpt s^ 
several new elements in tae work atmosphere, such :sht>itof daily 

hours of work, rest pauses, free tea. coffee and lunch, and I'. itnJiv and 
informal supervi-^ion, were introduced. It was observed t»nt t* ere was 
consistent increase in productivity ihrougttout the penoo of cxpei imenis. 
What is more important, even when all the above imp rownicnts were 
withdrawn, higher pro.Uictivity of the group was maintdined. 

The Third experiment known as Bank v\iring ob>er\auon Room 

Fxneriincnt in which group of 14 workers was ob ci^rd vhh regard to 
their wo k bcha'-iom and output, ft was oos»erveJ t!*: t the iidoim ! group 
h -d set up pro/iJctim norm which was losvcr ( :S:.U eon'ucbori ; lh:in 

the official norm wiiich was 7311 connvctions, and had seen to it 

that the ^roup did nut go for below or above its norm. 

The fourth c.xpcrirnent known as MaS'i\e In>cr Proy/aninie 

in which all employees of the factory were interviewee, by out* i tc evpeit ,, 
and nitiny were interviewed more than once. Thty rave some into 

the pcrcephans of the workers as regards their social and p'yscuolv'gical 
nicd'* and their influence on their behaviour at woik. 

From these experimen s, Prof. Mayo drew the foiiowing conclusions : 

1. A factory is not only a technical unit, it is aFo a social unit. 

2. Woikers in a factoiy spontaneously form small iefi^::: al and 

their b» haviour at work thit is, thcii outj>.it is jLUiIy inHiiciiOcd by 
such informal groups. 

3. While wages and phvieal conditions of work di» excrci.c ?onic 
influence on worker^ and their productivity, a t..r r e.d .r i dlu.ixj i j. 
exvrci ed by llieir iriler per-una! relations. 

4. Ta: altitude of the Supervisor and his Ic of ‘-uo r»i ion rA o 
txv.C! e some inflm:uce on woikcrs attduvc to woi.k .uJ flcir 
p» odi ^vi V ?;y 

T‘ie rt. iit- of these experiments Wvj»e pi oT, ir. i.i idc T 
of a book f.wiit and the Worker by i\or b Ro.: ^ r. , ^ -r d 

Willi:'ra Di k oa. fiiey w^ugge^ted to the manage - v at i.rp of 

couiiceri^g ihe nteu:* and feelings of emplo>ccs in ibeii v» a.k t-ng. 


I/P.P.M I 


( 39 ) 



They also inspired many social scientists to undertake projects to 
understand more about the social and psychological aspects of human 
behaviour at work. All these studies providedi^the theoretical basis for 
the Human Relations Approach. This approach suggested that the 
management should try to sati fx the psychological and social need^ of 
employees, and should recognise and respect their sense of digniiy as human 
beings. 

Criticism of Hi man Relations Approach 

Factory managers interpreted those experiments to mean that if 
they could make worker feel happy at v/ork. productivity would automati- 
cally increase. To achieve this many of them began to use to Vr-rious 
short-cuts such as: 1) Welcoming each woikcr every morning w'!th a 
broad smile, 2) occasionally enquiring about his health 
andthehealih of his family, 3) giving a pat in the back for nothing in 
particular, 4j providing puring music at work, 5) organising picnics 
occassionally etc. These things initially made a favourable change in the 
behaviour of workers, and both workers and managers felt happy. Gradu- 
ally, workers began to see through these gjestuns and realised that they 
were merely gimmitks, and the attitude of manager^ towards the worker 
had not undergone the expected change, namely a genuine interest in the 
wojkers, respect for them as individuals, and tlie desire to understand 
their social and pliychological needs. As a result the expected increase in 
producli\iiy did not inatcfialise alter some tin^e. All ^^.i^ amounted to a 
criticiMU i’f presudo de^'cLClive) human rekuions approach. 

Moie serious criticism came later frr m the a'ientists fSociolo- 

gists and psycl ologi^ts) who que‘tioned the assumptions underlvir.g this 
approach ; these assumptions were : 

1) A factory is purely a social unit and the objectives of the factory 
managers should be the kappineas of workers. 

2) Happy workers are nece’‘^a^ily - ore ti\e. 

3^ Workers are a homogenous group, and their ncei’’> and attitude remain 
constant 

4^ All problems are hum^tn relations problems and t'.'rv can be solved, 
and there need not be any conflict between the workers and between 
managers and workers. 

The third point of cfiticism Ctnlred on the metliodology used in 
the conduct cf these experiments ft v^as contended that the samples 
selected for the first ^iree experiments were too small and so could not be 
regarded as represertative of the large ma'?s of workers Further, they 
gnvt tht impression that the studies were designed to confirm preconceived 
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notions and not to discover the truth. Finally, the behaviour of the 
in the Relay Assembly Test Room Experiment could not be regarded as 
natural as a high degree of publicity given to them might have distorted 
it 

Substantial contributions of the Human Relations Approach. 

In spite of all the above criticism, it must be recognised that the 
Human Relations Approach has made substantial contributions to manage- 
ment theory. First, it dramatically attracted the attention of managers to 
the vital importance of man in industry. Second, it brought to the notice 
of the management the fact that employees spontaneously form small 
informal groups at work, and these informal groups exercise considerable 
influence on the behaviour of employees at work, and their productivity. 
Third, while wages and material rewards do influence employee productivity, 
inter personal relations among the members of group also exercises some 
influence on the attitudes and productivity of the group. Finally, the 
supervisor and his style of supervision also play a part in the productivity 
of employees 

The Behavioural Science Approach : The behavioural science is 
concerned with the understanding of human behaviour, and for this it has 
adopted the scientific method. It includes Psychology which seeks to study 
individual behaviour. Sociology which studies group behaviour, and 
Anthropology which studies the influence of physical, biological and 
cultural factors on human behaviour. This approach seeks an understanding 
of organisational behaviour with the help of scientific and emperical research. 
Based on these studies, it has been able to develop verifiable and pragmatic 
propositions about human behaviour in organisations. It offers these as 
guide-lines to practicing managers in decisions and actions affecting the 
the organisational personnel This approach has formulated the following 
propositions. 

1. Organisations are techno- economic, and social units. 

2. Individuals differ in their attitudes, perceptions, abilities, needs and 
values, and these change over a period of time. 

3. Conflicts in organisations between individuals and between the manage- 
ment and the employees arc inevitable, and to some extent, they are 
necessary for progress. 

4. interpersonal behaviour in organisation Is influenced by a variety of 
factors. 

Over tie last forty years, important contributions have been made to 
orr knowledge of human behaviour in organisations by a number of .social 
icicnti^is, The notable among these are: Mary Paik.r Follelt, Chester 
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Baroard* Abraham Maslow, Douglas McGregor, Kurt Lcwin, Rensis Likert, 
Chris Argyis, George Humans, Victor Vroom and many other scholars. 
Their contributions have been described briefly in the Chapter I of the Study 
Notes. The major areas of research of the behavioural scitniisis have been 
the following. 

1. Implications of technology for organisation structures, 

2. Organisational behaviour as a result of interactions of people within and 
with the external environment, 

3. Communication systems in the organisation, 

4. Group Dynamics, and Group Processes of cobe:iveness, group problem 
solving, group decision making etc. 

5. Management of change in organisation*?, 

(\ Leadership in organisations motivation process and techniques. 

In conclusion, it may be stated that Behavioural Approach represents 
an improvement over the Human Relations Approach While both the 
approaches emphasised the importance of the human factor in industiy, the 
behavioural approach has no preconceived nations about the causes and their 
effict on behaviour of people in organisation. It adopted a purely diagnostic 
approach and advised practising managers to adopt the same. 

Secondly, the social scientists developed ^uch suitable tools as 
‘i) observation of individual and group behaviour (ii) Inlerviev^ing structured 
unstructured, and depth Interviewing, (iii) Experiments with small groups, 
for carrying out their research. 

Thirdly, on the basis of their extensive research, they have been able to 
formulate tentative conclusion as regards forces which influence human 
behaviour in organisations Since then practising managers have found these 
as useful guide-line for handling behavioual problems. 

Importance of Management Principles 

Management principles may be defined as “fundamental truths which 
hkve been distilled from cprcful observation, experience and reflective 
thinking”. Henri Fc>ol, who has been universally recognised as the father 
of modern management theory, was the first to formulate fourteen principles 
of management, derived out of successful managerial experience of over fifty 
years. He claimed lhat these principles have universal application, and he 
advised practising managers to follow them. For fifty years all management 
writers included them in their books, and practising managers all over the 
world accepted them and did not raise any objections against them. 
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Prof Haroid Kuootz who claimed to be the follower of Henri FayoPs 
Management Processes Approach was the first to point out that the manage- 
mcnl principles cannot have universal application. They will have to be 
mortified according to the stage of economic development, educational and 
cultural levels of the people and such other factors in different countries. 
Since then classical management principles ha>'e been criticised by many on 
various grounds. Advocates of management principles readily concede that 
they do not and cannot offer read) -made solutions to managerial problems. 
Ytt they point out that managers who attempt to manage without the 
knowledge ot these principles have to trust in their intuition or luck, or in 
the precedents which are not very reliable as the basis for managerial 
cecisions and actions. They further claim that the knowledge of management 
theory and principles can and do help practising managers in many ways. 

1 he more important of these :n indicated here. 

Advantages of Management Pnnnptes. 

1. They help to improve an understanding of the pro’oiem and the process 
of management 

2 They help to develop some measure of mental discipline whi^'h trains 
managers to organise thui thinking in a logical and systematic manner. 

3, They encourage to develop an objective, mature, and unemotional 
approach to planning, problem- solving and decision niaking. 

4 They help in increasing time and space horizon of managers beyond the 
immediate future, beyond their individual departments, and beyond their 
individual organisations. 

5. They help to develop a proper perspective at organisations, their 
behaviour, and interactions. 

6. Managers with theoretical knowledge will tend to depend less on their 
formal authority to get things done by their subordinates, instead they 
will draw on their theoretical insights and command respect and 
compliance from subordinates This will help ta r.’duce perj^onal conflicts. 

/. They provide a belter basis for communication both with the colleagues 
wi'hin the organisation and with professio al managers in the outside 
world. This will help to sharpen their ideas and experience by the 
process of interaction. 

3. Practising managers with the knowledge of theory will be able to extend 
moral and material support of their organisations to the universities and 
management training institutions in the conduct of their Management 
courses. This will al&o accelerate the process of research in management. 
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SELF-EXAMINATION QUESTIONS 
(Answers to these Questions are NOT to be submitted) 

1. Define Management. Discuss fully its functional elements. 

2. Survey briefly historical background of management development. 

3. ••The present*day management concepts and practices are not inven- 
tions of the twentieth century ; they existed and where used since the 
ancient times*’. Discuss. 

4 . Examine critically the contribution of F. W Taylor to modern 
management. 

3. ‘‘Fayol and not Taylor should be called the father of modern mana- 
gement**. Comment fully and critically. 

6. Describe briefly the diflTercnt approaches to the study of management 
Which would you regard as the best and wh> ? Give reasons tor 
answer. 

7. Explain clearly the steps in the process of Scicrtilk dccnion making, 
giving examples wherever possible. 

8. Write notes on the following : 

1) Management as an Art, 2) Management as a Profession, 

3) Management as a Science, 4) Gordon technique, 

5} Bounded Rationality. 6) Brain storming. 

9. Discuss some of the more important post Taylor-Fayol trends in 
management thoughts. 

10. Write a critical essay on Decision making in business. 
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STUDY NOTE ; II 


I 

PLANNING : GENERAL 

Bach Ground : The need for production planning was recognised 
and advocated by F. W. Taylor ; Henri Fayol designated it as the first 
element in his management process. And yet, business executives from the 
U.K., the United States and even France, did not, at the onbet, show much 
enthusiasm for it. Soviet Russia, however, adopted this concept and intro- 
duced its first Five year Plan in 1929. Perhaps, this made the concept of 
planning unacceptable to managets in free— enterprise economies, as it 
implied a tacit acceptance of government control and regulation of economic 
activities. During the Second World War, however, many executives from 
private industry, both in the U K. and the U.S.A., were associated with, and 
directly involved in, preparations and execution of government plans in 
military as well as in civilian matters. Their experience convinced them 
about advantages of planning and so, when they retarned to their old jobs 
after the end of the war. they adopted the idea of planning and went about 
formulating and implementing short term and long term plans for their 
orgtnisations. In India, we adopted the concept of economic planning 
and introduced our first Five Year Plan in 1950. * There-after large business 
organisations graduall began to plan their activities, and today, planning has 
become a very familiar concept. 

Importance of Planning : Whenever a number of individuals come 
together and decide to achieve a common goal, planning becomes necessary. 
It involves deciding, in advance, what to do, how to do it, when to do it, 
and who is to do it. In the absence of planning, actions would become 
merely random activities producing nothing but chaos. Planning helps to 
bridge the gap between where we are to where we want to go, and this makes 
It po:>sible for things to occur which would not otherwise happen. 

Planning is basic to all the rest of management i unctions planning etc. 
Planning throws the searchlight of collective human wisdom, experience and 
ingenuity into darkness ol the future ; it helps to foresee hazards and pitfalls 
well in time, so ihat one may be equipped to face them it and when they 
airive 

Difinitions of Planning : According to Koontz and O’Donnel 
•Planning involves selecting enterprise objectives, departmental goais, and 
programmes and determing the ways of reaching them. Planning thus 
provides a lational approach to pre-selected objectives’. 
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According to Philip Kotter, **Praniiing is deciding in the present what 
to do in future It is the process whereby companies reconcile their resourced 
with their objectives and opportunities^*. 

Me Farland defined planning in business as 'selecting the best course 
of action for achieving the pre determined objectives of a business, after 
making a careful evaluation of present conditions and future trends regarding 
the external forces and internal resources*. 

In the light of the foregoing, it is clear that Planning involves ; 

(1) Determination of objectives and goals of the organisition, and 
laying down specific targets ; 

(2) Appraisal of current conditions attd resources, and analysing 
factors involved in the realisation (I\ ; 

(3) Collection of relevant data and an intelligent, imaginative under- 
standing of their intcr-relationshipb ; 

(4) Prediction of future developments and their impact on tht 
organisation ; 

(5) Evolving alternative courses of action, on the basis of data 
collected and keeping future trends in view 

6) Weighing merits and demerits of each course and deciding on tht 
best course of action, involving the niinimuni ot t^me, money and 
other resources, and 

( 7 ) Wofkins.' out Jetuils of Ji*. se -.etc/' r * = acUon breaking it 
down into j.lTcrcnt items of .haniiig Cijrouological 

sequence lor eueii, etc. 

Need for Piiionini^ The need ari-tius becau'^e of the iaci that socio- 
economic environment in v^iiich a business org miration ^ is ooera ng is 
continuously changing . and these changes, over a period ' • tim. , can have 
ii)aMoarjbIc impact or the organisation Amoi.gst the more important of 
^ are liuv^c vonnected 

1ccin.olog> of provJiKtion, 

: ion 

i > (1 ■ ' and p^’^ mconic>, : >.vJ 

-) .. ’ aMMas'iiO'is coGsumcr> 

1 7, - t 

s.iv.. 19 rcvoliii onary changes have been takina lace m thv 
'.i.niogv ofpr;d .ctiun of most of the mdustii.r^ , fo? c.ampk, autt mated 
'id 1 j ! .oc >■ on T.*' - end hctic ir cs have 

u:‘)acc‘c-:i ■ Tv"* a g’c.,: m/'i'. r. ’rdia did 

not k. up tth thes^ changes i r ’.uile -omt :or;* .\v s* > n\.:ny k'I ih.m 
coiumcvd to ; c t'«; od ^ i nd niatcrud . As . re mV they 
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found themselves unable to complete with those mills which quickly adopted 
new technology, and so have become sick mills and a burden to society. 

2. Changes in Population : 

Changes in population have a cohsiderabie effect on the demand for a 
company's product. The management must, therefore, try to predict the 
nature of these changes. . It must ascertain first the particular section of the 
population children, teen-agers, the age group of 21 to SO, elder people, mea 
or women* which constitutes its major customer, and then try to predict the 
quantitative changes in the number of the specific group. Failure to do aa 
would mean loss of opportumiic> to plan for pioJuction and marketing of 
the proiuct lor the particular group. 


J. C hanges in Nuti- nal and Per Capita Incomes : 

As only people wjth money in their pockets constitute customers for 
a business, it is necessary to understand the changes in the trend of national 
and per capita incomes However, usually it is only one or two income 
groups which normally constitute customers of any business and so, it is 
necessary to have leliablc information about the nun her of families in the 
speeme income group as well as about the quantitative changes in their 
incomes, if significant 


4, Changes in Tastes and Fashions ; 

Consumer products are to day more subject to change in demand 
due to tiic eiianges in tastes or consuoieis or change^ in fashion. As a result, 
t(U. ci^rumd for aa existing product for example, cotton clothr s, brass vessels, 
c;l ;ur; : screes, migh.t flictiiate considerably ; manufacturers of such nrod- 
therefore, ‘should lT\ to predict the nature of changes in tastes or 
ladiiOKS ol (! eir potential consumers. Tnese factors undergo substantial 
enan^? s over a perioo aod siic‘i changes w'ill affect favo’.'rably or unlavoura- 
bJv, net only prospects of gr. ^th and prosperity, but o the very Mirvwal 
of abu,ines« in the long rue. it is, therefore, inipe:aave to encie ’vo^rMo 
predict the direction, if not the e\act quantum of ii sc ciia ’ t 

til g io g term plans. 


w of Pt'in ing 

Successful p'iinning ccnl^rs positive ind all-round benefits to the 
.vg Olio tion. Mi-.h as the fo^ : g. 


/.. ; T. ■ rn! L'ljort : A' plac-!f.-c! ai»i-. itie? .ire -i'hit‘cted 

to a cdr-.iu! >, rLtin\, unnect-ary aeti'ki< are ; il•!>In.ikd .and vidy c- -jntial 
icti\i!iC'! .ire iinaer taken to acc'. mpl- h the p c he vvork. '!h !s,-: •:ra!! 
time and -lion tor the pauntd ac:i ,y red cvut . tLiinnn 



2, Maximum Utilisation of Resources : As planning involves taking 
slock of all available resources inducting human resources, it reveals hidden 
resources which might have 'litherto remained unutilised ; this makes 
maximum utilisation of such resourcts possible. 

i. Fianning compels managers tc visualise the complete picture about 
the futute. 

This is valuable as it enables them to see important inter relationships, 
to eain a fuller understanc^mg of each activity atd to appreciate the basis on 
which their managerial acdons are planned. 

4 Planning proviJes a basis for control : 

Planning involves not only determining objectives and fixing the time 
for starting anil finishing each activity, but it also lays down sub-goals to 
be achieved at chlTcrcnt points of time, during the entire plan period This 
enable;* manag.ment to compare actual performance with what has been 
planned. Ihua providirg a baMs for control. 

5 It sets the enterprise goals in their proper perspective. 

6 It gives meaning and content to the time-horizon in the enterprise 
life : it compels forethought-global, in the wider socio-economic environment 
and internal, within the enterprise management. 

7 It pro\idcs the tempo of and gives the direction to, the manage- 
ment piocc'^s. 

Umiuriinis of Planning : 

\i\ spile of it‘ baMc necessity, planning, unh f^'-nately, has not been as 
widely adopted a; it de^^rve-, as it abo p^ i'iar- from some practical 

lir.n tilt ions* 

One of ihe^e i- uncertiinly about the futi re ^ ,/cd on 

tlicba isof certain d'^'Limption^ ab'out Inlu^cd^v ',^.<1 lurits ; iiitluines-s^ 
tneivforc, will la gcly depend on subsequent correctness of these avsuinptions. 
It tnc actual conoiti uis under which the plan has to be implemented are 
si- nificantiv difi’.Tent from thObC which had been assumed, much of the efforts 
which have rone into making the plan would be wa>te. 

Critiv'* ot planning also argue that resources spent on planning could 
better be spi.nt in actually performing the phvscal work to be done and it is, 
ther fore, a waste to spend them on planning. The answer to this is that 
expenditure of resources on many unplanned activities might well prove 
entirely unproductive and, to prevent this, planning is essential. 

Managers have often complained that a deadly formulated plan forces 
them into a straight jacket, and leaves no room for their initiativs. Though 
there may be som^ element of truth in this view it must be pointed out iliut 
no plans can be drawn in all their minute detail and most of them gcntialiy 


( 48 ) 


I/P.P.M.II 



do provide for some degree of flexibility, to facilitate necessary adjustments 
due to changes in conditions. 

However, the real reluctance seems to stem from the fact that all 
planning is essentially an intellectual activity, which demands a capacity for 
deep and sustained thinking, some degree of imagination to perceive inter- 
relationship'! of various forces, and and ability to visualise their total impact. 
Uniforiunately, not man> managers are endowed with these qualities, nor are 
they always willing to make an effort to develop them Often, they arc 
impatient for action ‘‘here and now” and are therefore, unwilling to under- 
take vigorous planning activity. 

Planning Premises : 

A refinement of the planning process is the establishment of premises, 
which are forecasts of future events and basic policies expected to be appli- 
cable ; in other words, these are assumotions about future settings, against 
which all planning takes place. 

Soo'C of the premises are external eg. j>ener\l business forecasts, 
markets for products etc. ; others arise from vvithin the organisation eg. 
plant capacity, attitudes of key executives, number and quality of skilled 
workers etc, 
forecasts / 

A fi recast is tomorrow’s expectation, based on yesterday’s achieve- 
ments and tocay’h plans. It is the window that opens up several independent 
variablci^ of the management system : 
la) Time dimension - the unknown future which must be foreseen ; 

(b) Outside cnviionment- the society, the economic, business and the 
political world, with which an eterprise is confronted ; 

^c) Tn-organisational current and ripples. 

' casting techniques for planning, fall under three broad groups ; 

(i) liiii iiive methods, consisting of rhythm and projection methods, 

(ii) Deductive methods, consisting of Logical deduction from the past, 
head-lag deduction from environmental forces and Diffusion method 

(hi) Anal>ticdl methods, consisting of partial differentiation method, 
consultation method and mathematical models, 

(Further details may be looked up from a text book). 

Certain siguihact factors, with regard to external environment, 
necessary to develop accurate forecasts, include the following : 

1) Economic Conditions, 2) Government Policies and 3) Competitors* 
Activities. 

Economic Forecasting t This involves predicting changes in the 
major economic indicators, namely, gross national product, population. 
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employment, per capita incomes, etc. To day, there are many autboi native 
fcourccs like the Census Reports, National Income Reprots, Reports ot Agri- 
cultural and Industrial Outputs, Price and Employment statistics which are 
periodically published and which provide reliable estimates about ebangtbs in 
.hese factors. Further, mathematical and statistical techniques, econometrics 
and extrapolation for projection current trends arc available to planners for 
making reliable forecasts about future economic developments. 

Government Policies ; Present day governments of most countries arc 
committed to general and specific objectives as regards the size of their G. N. 
P. s., per capita incomes, levels of employment, development of backward 
aieas, encouragement to small scale industries etc. They try to achieve 
these through the instrumentes of their Industrial Policies, Monetory and 
Credit Policies, Taxation Policies, Foreign Trade Policies and the like These 
policies or some of them, are bound to aficct the fortunes of almost every 
business. A planner, therefore, must attempt to predict ihe nature of changes 
in these government policies and their possible effects-favourable or unfavour- 
able-on his business. 

Competitors' Activities i It is against the forecast about general 
economic conditions and government policies that a business has to prepare 
its own sales forecast. It requires identification of who the customers are, 
how man) they are, where they arelocaUd and how much of his product 
they are likeh to buy. This forecast may be initially ba ed on the organi- 
salion’s own past sales record, but it should also be suitably supplemented by 
the techniques of the Jury of Exicutive Opinicn, Survey of Sales Force, 
Sur\eyofl3scr Expectations etc. Avery inportant factor which must be 
considered in making a sales forecast, is the information about the probable 
moves of the major competitors, like introduction of a new product, adverti- 
sing and sales promotion campaigns and other significant actions directed 
towards capturing a greater share of the market. The final sales forecast, 
made after taking into account all these factors, is the starting point for all 
opeiational plans. 
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HIERARCHY OF PLANS 

It is useful to consider a hierarchy of plans corresponding to the three 
levels of management and to the three lime oeri^ds. Top management is 
responsible to formulate company-wide, long teim plans which are broad in 
scope and relate to long term objectives and goals of the organisation. Thr'^c 
include decisions about i 1) New product-, (2» pb}f^ical anc! financial facilities 
and (3) people and organiiation. Top raanagements alone can take decisions 
on tl ese issues because they are in constant touch with the cxterral environ- 
ment and are capable of raising the necessary resources 

Middle management has responsibililv formulating supplementary 
goals, production and sales programmes, and suitable policies for all func- 
tional areas. Finally, First-line management or the supervisory personnel 
are-entrusted with the responsibilits for fixing short-range goals such as 
production or sales quotas and also to carry them out successfully. The 
adva; tage of this hierarchical arrangements is that it gives a better frame of 
the entire raogc of planning in the organisation, and enables members of the 
top nianagtmcyit as well as other managers to see how' various plans are 
related to each oilier and together form an integrated whole. 

It is also u’^efiil to note, the importance of co-ordinating and integra- 
ting short-terms plans with long term ones ; as In real life, short range plans 
are often made without much thought as to their tfTvcts on remote, long-range 
plans. I or example, the decision of a purchase manager to hastily build 
huge invenioiy of raw materials to-day might conceivably prevent acquisition 
of better stock, at favourable rates, a few months later Top management 
must, therefore ensure that no short term plan is approved unless it is seen 
to comiibute to the achievement of the relevant long-term plans. 

Types of talons : 

Plany ma> be classified according to (!) kind, (2) purpose, and (3) use. 
Plans regarding objectives, policies procedures, rules, methods, programmes, 
and budgets belong to the first type ; Operative and corrective plans helrng 
to the second, and single use and repeat plans belong to the third type. 

Plans according to kind : 

1. Objectives may be considered as plans in that they hava to do with 
future activities, require foresight and imagination in determining 
them, and arc an integral part of planning. To determine and 
identify the desired goals require varying degrees of planning. 
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2. Policies are plans of another variety as they constitute guideline* 
for actions of all managers. Examples of policies* arc on rates 
of dividend, promotion from, within, reservation of a percentage 
of vacancies for economical!), socially or physically handicapped 
persons. 

3. Procedure is a third kind of plain. It provides a chronological 
sequence for carrying out an activity within the limits set by an 
approved policy 

4. Rules are plans in that lay down actions to be cairied out or 
not to be carried out (eg. No smoking i and are chosen from 
among alternatives. A rule is related to a procedure in that it 

t guides action, but specifies no time sequence. 

5. Method is a result of planning the manner in which each task in 
a procedure is to be performed in order to achieve goals with 
high efficiency ; these are very common in manufacturing 
industries efc, 

6. Programmes : are a combination of goals, policies, procedures 
rules, task assignments, steps to be taken and resources to b* 
employed to carry out a given course of action, 

7. Budgets : A budget is a plan which states expected results, of a 
given future period, in numerical terms A budget may be 
expressed in financial terms or in terms of units of a product or 
a volume of output. It may reflect capital out- la>s as the capital 
expendituie dudget or it may deal with operations as the operating 
budget or it may show flow cash, as the cash budget A budget 
is a basic pluming instrument ; it forces and enterprise to prepare, 
in advance^ numerical estimates of expected activities such as cash 
flow, expenses, revenues, operations, capital out-lays, cr man and 
machine hour ulitisation. 

Budgets, infact, arc instruments, of planning and also of control, and 
will be dealt with In future details, in a Inter Study Note eg. No. 7. 

Plans by Purpose : Plans which involve initial or original operations 
belong to this category : these are frequently employed in connection with 
new goals or new ideas of the planner. Operative plans also belong to this 
category as these are concerned with the Implementation of current plans for 
achieving desired results. Similarly, corrective plans to provide remedial 
action with regard to any part of a plan which has not produced desired 
results, also come in this category. 

Plans by Use f Under this heading come single- use and Repeat plans. 
Single use plans arc expendable in the sense that these arc used up when 
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; : rriT Tti , ss are achieved; these include programmes, budgets and cor rec- 

V .e .''.Ills. 

in cuiitiast, much ot the planning carried out by a manager, is focuss- 
ed on lepeat plans Objectives, policies, and procedures come under this 
category as these arc refeired to and used repeatedly. 

Need for a Strategy: For yeais. it was* only the military high 
command who u.ssd strategies to win battles and wars. After the Second 
World War, big corporations also found it necessary to use strategies for 
ensuring prosperity and growth in competitive markets Robert Anthony 
defines stiategies as resulting from “the process of decision on the objectives 
ol the organisation, on changes in these objectives, and on the policies that 
are to govern the acquisition, use, and disposition ol tnc.-e resources”. 'J his 
implies that a strategy is a broad programme of action and deployment of 
resources to attain comprehensive objectives. The Stanford Research Institute 
iiowever. has taken a dillerent vitw and has defined strategy as ‘‘the ways in 
which a firm, reacting its environment, deploys its principal resources and 
mar.shalls Its own efforts in pursuit of its purpose”. This emphasises the 
need for strategy bec.:use of dynamic changes in the txleinal environment. 
Of the different elements of external environment, to elements viz government 
policies and .iciions and competitors, actions change frequently and cieate 
many pioblems It is to meet such challenges that appropriate strategies 
have to be developed. 

Evt ry business organisation operates within the ovetall socio economic 
and political environment of a country A business on erprise has, thercfo.e 
to design its master strategy within the constraints imposed b\ this environ- 
ment. I he long-teim success of a business enterprise depends, to a gi eat 

e.Ktent, up.m how it responds to the changes in this enviionnuut, how it 
looks at its role and how far it fulfils the expectations of tlie society. Business 
strategy Hiisine: a strategy attempts to provide answers to .‘.omc vital and 
crucial questions, such as ; What bminess are we in, and in what busine,ss 
shouM we be ? Is our business generally useful for the economic develop- 
ment of the country? Why should society accept us? Is the sveiety 
receiving anything ba ak from us ? 

Steps in formulating a Strategy : 

The first step in formulating a strategy is to give a searching look 
within the organisation, so as to idc ntify the main areas of strength of 
the business in order to make a full use thcieof. An organisation may 
have surplus cash resources as a result of merger with a bank, another 
company may have a high calibre sales force and a wide-spread distribution 



network, a tHird coirnany n^ay have a Wghly competent general manage- 
ment cadre and so on. It must also Identify its areas cf weakness so that 
they can be overcome or strengthened. 


Ti e second ^tep to look around to t^^rceive environmental factors- 
socio economic and political, for help in formulating a strategy. The 
importance of this cannot be ‘ver-emphasised as a strategy may be likened 
to be a liiik between inner woiking •of the company and external environ- 
ment. This would enable the company to identify and choo.^.e a particular 
sediment ol tlie market, or to develop a suitable niche for itself where it has 
considerable growth prospects and then marshall all its resources technical, 
inamigcriah financial, and human-to establish .itself and to grow. A ftw 
examples may show how different Indian Companies developed different 
strategies M’ncc in order to expand in spite of environmental con'^traints, 
A Textile Mill was e«^tabHshed In 1970’s at a time when a large number of 
textile mills had become sick. Its management, however, searched for a 
niche for itself, viz high quality and high priced polyester suiting and sarees, 
and then marshalled, its resources to produce that quality and sell it to a 
selected group of customers. It achieved unparalleled success In a short 
per ii'J ol five years. A tobacco company when it realised that it cannot 
trow in its bu'iii?css because cf government and other restrictions, adopted 
the stnite 'V of divcrsi^ic ition and went into hotel bu'^iness and sea-food 
export bu iness, as it krew its strength in marketing consumer goods. An 
engineering company, declared as a big houJc and so not eligible tc expand 
in Its own bu ine^s, went into cement production as the government policy 
find been to cncouiagt free entry into this core industry. On the other hand, 
inau> con.paiuc.' whicii failed to develop suitable strategies in the light of 
chaiiccd go\einmcrt policies, remained stagnant or fell sick. 

In doping a strategy, a planner should look for synergistic effect. 
S ncTL} IT., ins thjt the combined effect of two or more co-operative acts is 
nreute*' than the totd effect, if the two acts were carried out independently, 
l or example, if a large soap manufacturer with a nation wide net- work of 
flistribiuors, lakes up manufaclufc aud sale ol coLmetics, and it would be 
^^b!e to utilise fully its marketing facilities, which perhaps were only paitially 
used so far ; accordingly, this would bring in more profits than if two 
separate companies were to carry on the manufacturing and the selling of 
soap;> and cosmetics independently. 

Proper Sequence and Timinf^ of Efforts ! The next step is to lay down 
a proper time schedule to introduce the product, to time advertising and 
salc^ promotion campaign, and for all related activities. It is emphasised 
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that various aspects of the Ffrategy be eorrectly timed and executed in a 
proper sequence. There have been cases on record of companies which had 
developed sound new product strategies but which failed to reap the expected 
benefits* simply because they were either for ahead of their times or were too 
late in introducing their products. 

Reappraisal and Adaptation : A strategy is essentially a response to 
external environmental factors. As some of these factors are vectorial or 
dynamic in nature* a strategy developed earlier, should be reappraised when- 
ever any of these undergoes a drastic change. If actual results achieved arc 
belov/ expectations, the strategy must be modified and adapted to changed 
conditions. 
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POLICIES 

While objectives piovide the goals to be reached policies provide 
board guide-lines for all operating managers at to how these may be achieved. 
Generally, policies continue to provide guide lines for a longer period than 
strategies which may have to be changed with changes in external environ- 
ment. A policy may be defined as verbal, written or implied statement 
which is followed as a guide to action by managers and employees of an 
organisatian*. Policies, usually arc broad in scope and arc comprehensive, 
elastic and dynamic ; the> may be taken as a code which points to the direc- 
tion in which top management desires to channelise the energies of managers 
and others. Policies have been described as “the foundation of management 
in action” 

Need for Policies : Policies constitute the philosophy of management, 
provide stability to the organisation, and instil a sense of confidence in the 
action of management amongst all members of the organisation. 

Policies of an enterprise give meaning to its objectives : 

Objectives are expressed in rather general terms and so may not have 
much significance for the rank and file of employees. It is the policies which 
translate them in concrete terms, as they supply precise directives to be 
followed in achieving the objectives. Thus, for example, a company may 
decide the objective of certain amount of gross sales for a particular period 
but its implication becomes clear only when the policy statement sass that 
‘It shall be the express policy of the company to establish as many retail 
outlets for its products as possible, to allocate funds for co-operative adver- 
tising, and to offer lowest competitive piice^ to the retailers’. 

Policies save valuabld time : Top management formulates a parti- 
cular policy after considering all possible situations, which might arise im 
future in a particular area This policy decision, therefore, provides guide- 
lines to the lower level managers for repetitive action when decisions have to 
be taken in that area ; it thus avoids the necessity for fi equent reference to 
higher managers for advice and thu‘ saves valuable time all round. 

Policies facilitate Delegation of Authority : Policy decisions facilitate 
delegation of authority which is so essentia) for the success of a large organi- 
sation. A delegator, who delegates authority and responsibility to his 
subordinate, is still accountable to his superior for all acts resulting from his 
delegated authority. Hence, in order to assist the delegatee in the desired 
use of the authority delegated to him^ the delegator makes use of policies 
which guide the delegatee in determining what action to take and what will 
be within the limits of approved policies. 
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Policies ensure Un:j jrmity of Action ; V\ heo decihion^ are taken by s 
riumber of managers in an orgaaLsaiion, on a common problem, !hcrc arc 
likely lo be difTertnees and even inconsistencies, between these decisions. 
This, obviously, is not desirable as it will tend to create discontent among 
those subordinates adversely afTected Policies, which provide broad guidc- 
tiru's, however, ensure that decisions made will be consistent, fail and in 
Keeping with the inte^^ests and objectives of the organhation as a whole. 

Policies are required in each area of munagement ; and a few examples 
of policies in certain functional areas arc given below : 

Finance : Policies as regards sources of fueds and ratios between funds 
raised from esese sources ; Policy regarding grant of credit 
to cijstc ivicfs ; Criteria for selection of piojects, Diviocnd 
policies, etc 

Accounting : Policy for valuation of work-in-progress and finished good#. 
Depreciation Pob'ev, Policy for treatment ot deferred revenue 
expenditure. Policy for provision for doubtful debts etc ; Polity 
on current RepLiCcruent Co>it‘' vs. Historical basis, etc. 

Costing : Policy for seic/ting the merhod of costing. Policy for selecting 
methods of allocating averheads, for issue price ot law inaicii- 
als, etc 

Personnel : Policies for selection, piomotion, discipline, dismissal, over- 
time, leave, holhiavs, lay off 

^ Policy for dealing with Unions, 

Policy for Wage'^, oJher Tnonctary rewards and welfare facili- 
ties ; ProvideT-t Fund, retiiement benefits, eLc. 

Marketing : Poliev as regaids treatment to customers. 

Policy r^' Elides in Advertising, 

Policy re pricing of products, etc 

General : Policy re social </^dications eg. r- •.v:ir<ls poilutii)n, etc. 
Management : Policy rc relations with the Govern me it, Public relations, 
etc.. 

Steps in impU mentation of PuUcies : 

The main steps arc : 

(u) Communication of policies to all concerned, through proper 
channel.', ; 

tb) Eliicioation and interpretation, as required, in specific cases ; 

(c) Translation of policies into plans ana programmes ; 

(d) Issue of executive instructions for observance ; 

(e) Periodic checking as to how far and to what extent policies ire 
being correctly followed ; 
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(f ) Periodic review in the light of changing conditions, and _ 

(g) Modification of policies, in the light of (f) above. 

' As a general rule, those who will be responsible for implementation, 
should also be associated with policy formulation, as far as practicable. 
This will go a long way in making policies realistic, and in giving execu- 
tives a sense of belonging ; and their interest in implementation may be more 
active. 

It should be rememSered that, by itself, a policy possesses no force 
to produce results ; it represents a blue-print. It requires managerial action 
to implement a policy. 

Procedures : A Procedure may be defined as a scries of related tasks 
which make up a chronological sequence and an established way of perform- 
ing the work. The chronological sequence is a distinguishing mark of a 
procedure. 

A procedure lays doi\n, when and who will carry out the work ; it 
represents the best manner of doing a job from the point of time, cffoit and 
money. An established procedure may. however, be changed because of 
changes in the external environment or within the organisation. 

Methods / A method may be stated to be the manner of performing 
a task, giving adequate consideration to the objectives, facilities available, 
and the minimum expenditure of time, money and effort In other words, a 
method deals with a task comprising of one step in a procedure. The course 
of action in accomplishing this task must help bring about the desired result, 
utilize the equipment available, and be within the limits outlined for time, 
money and effort 

Relation between Policies, Procedures and Methods : 

It is necessary to be well aware of their respective meanings and 
clearly undeistand main points of difference; these relate to (1) icopc, 
(2) degree of discretion, and (3) degree of stability. 

Scope : Policies are broad in scope and they apply to the whole 
organisation. Procedures are often confined to a single department, as for 
example, purchase procedure for the Purchase Department or accounting 
procedure foi the Accounts Department A method is generally prescribed 
for a single task, or for a single person or at the most to a group of persons, 
and so its scope Is very limited. 

Degree of Discretion : As a policy serves only as a broad guide line, 
a manager implementing it has some degree of discretion in interpreting 
it. As far as a procedure Is concerned, a manager has no discretion in 
Interpreting it the must strictly follow it as long as it stands. Methods, 
however, arc often left to supervisors or to operators themselves and so. 
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the latter have much greater discretion in fixing methods or In changing 
them. This is why methods of performing the same job may vary from 
supervisor to supervisor, and even from operator to operator, unless 
Industrial Engineerit g Department has laid down standard methods. 

Degree of Stability : 

Policies are, by their very nature, meant to ramain stable over a 
long period. They are changed only when the organi ation’s objectives 
change, or V hen external conditions undergo a drastic change and initia- 
tive for change in a policy lies only with top management. Procedures, 
though they aie also expected to remain stable, may have to be modified 
or even altered after sometime ; In this respect, initiative for a change In a 
procedure lies with a departmental head when he feels the need for a change. 
He is, however, expected to consult and obtain the consent of other depart- 
mental heads who are likel) to be affected by the proposed change Methods, 
however, may be more frequently changed by the operator himself on his 
own, or with the consent of his supervisor, as and when he thinks it necessary 
or advantageous. 
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IMPORATANCF OF OBJECTIVES OF A BUSINESS ENTERPRISE 

Every organ i-jution exists to achieve a purpose dr purposes which 
are referred to as its objectives. The process of planning discussed earlier, 
implies existence of objixtives. and it is imperdtive to accomplish these 
objectives. In running a bu incss enlerprisc, cjirctul selection ol objectives 
greatly helps top management in giving emplovees a sense of purpose and 
of direction which is so very essential for securing optimum results. In the 
absense of clearly defined cbjcctives. subordinate managers may pursue 
subsidiary objectives imiclated or not directly related to those wnich top 
management has in mmd. Thi^ is likely to lead to a wastage of energy, 
time^resources and money. On the other hand, if objectives have been clearly 
stated, they will serve as focal points for managers to concentrate iheir 
resources and elTorts towards achieving them, and this, in turn, would enable 
top raanagemcnl to co ordinate successfully all related effort and secure 
optimum results. 

Importance of objectives : 

1. Objectives embody ba^ic ideas and fundamental theories a^ to 
what the organisation is trying to achieve ; this is necessary to 
give a meaning and direction to the work of the people associated 
with the organisation. In short, objectives may be regarded as 
the pole-star towards which all organisational efforts are directed. 

2. Objectives clearly stated, serve to identify an orgyni ation and to 
Imk it k) the groups on which its existence depends. A business 
needs to emphasise its individuality and make itself known to 
its customers, employees, suppliers and dealers on whose support 
its existence depends 

3. Objectives clearly defined, provide a basis for guiding, leading 
and directing mambers of an enterprise. These stand as the 
targets which members try to achieve together and progress 
towards them* can be observed and may be used to influence fur- 
ther efforts. They also can serve as the centre around which 
executives can integrate and co-ordinate the efforts of managers 
themselves and of the managers their subordinates As detailed 
plans for all departments and all sections within the departments 
in an organisation are not possible nor desirable, there is consider- 
able need for voluntary co-ordination, and this may be achieved 
largely through mutually recognised objectives. 

4. Objectives help executives stimulate appropriate responses from 
their associates and subordinates and they further serve to provide 
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& sense of unify and harmony which are so essential for 
co-operative efforts. Thus, objectives go a long way in motiva- 
ting accociates and subordinates. 

5. Objectives provide a basis for control ; effective control is net 
possible without a clear idea of what the results should be. 
Objectives constitute the desired performance- goals and thereby 
facilitate self control and, if necessary, control by superiors. 

PROFIT AS THE SOLE (?) OBJECTIVE OF BUSLNFM 

For a long time, businessmen had proclaimed that their sole object 
ih carrying on their bu^,iness was profit for themselves, and the public did 
noi stc anything wrong in it. It was much later that Adam Smith, provided 
a theoretical jusiifkation for profit. 

With rapid development of manufacturing industry, and ei^tablishment 
of factories employing hundreds of workers, one section of the society, 
namely, the working class, discovered to their distress that industrialists, in 
their pursuit for profit and more profit, were taking full advantage of their 
weak bargaining position and were paying them very low wages and making 
them work for very long hours. With emergence of monopoly conditions in 
major industries, another class, nemely, consumers, saw a clear conflict 
between their interest and that of the monopolists Monopolists started 
taking acvantagc of their position and started charging higher prices and 
occasionally lowering quality of their product at the same time. Karl Marx 
w'js the first to give a bad name to profit. He asserted that ••All capital 
(Which is nothing but accumulation of profit or ‘surplis value’) is theft”. 

With estiblishment and growth of Public Limited Companies to carry 
on raanulactuiing and trading activities on a large scale, a new class of 
persons, namely, managers emerged. They had no share in the capital, were 
paid only saHries for their services and, normally had r.o sJ}arc in the profits. 
And yet, they also continued to pursue the same policies, and in fact, with 
greater vigour, to generate more and more profit, with complete disregard for 
the interesis of other sections of the society It graduall) began to be realised 
that pursuit of profit was inevitably leading to many social evils eg.- 
employnicnt of children and women in factories, exploitation of workers and 
of consumers, pollution of environment etc Social thinkers, and philanthro- 
pists started cniiciszng this ruthless pursuit of profit and some enlightened 
industrialist privately confessed even to a felling of guilt for what was 

happening. But this did not change the situation and there were frequent 
and bitter criticisms against profit and a general aitiiuce of contempt and 
even hatred, against inaustrialists and businessmen tor earning huge profits, 
at the expense ol consumers, workers and society as a whole. 
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It was, however, not an industrialist, but a noted management con- 
sultant, Peter Drucker, who came forward to clarify correct role of profit 

-fn his book **Thc Practice of Management** published in 1955, he stated 
that profit serves three purposes : 

1. Profit is the **risk premium** that covers the cost of staying in 
business— -replacement, obsolescence, market risk and uncertainty. 

. 2 It ensures the supply of future capita] for modernisation, ea- 
pansion, innovation and growth. 

3. It measures the net efTectlveness of a business’s effort and is the 

ultimate test of business performance, and of the efficiency of its 
management 

Drucker thus emphasized that profit is not an end in itself, but is only 
a means to ultimate survival and growth of a business. It is, therefore, not 
a matter of choice whether to earn profit or not ; even if an Angel were to be 
Managing Director of a business, he too will have to earn profit in order to 
survive and grow. The object of business is, accordingly, not to make maxi- 
mum but only sufficient, profit to survive and grow. Gradually, this view of 
]^ofit began to attract support from industrialists and others. For example, 
Henry* Ford (Sr.) declared in his autobiography that “mere money- chasing is 
not business” ; similarly, L. Urwick, a management expert stated that, 

•Earning of profit cannot be the objectives of a business any more than 
eating is ihe objective of living.*’ 

Profit as only One of (he Objectiies i 

Having explained the correct role of profit as a means and not an end 
in itself, Drucker pointed out that a business has a multiplicity of objectiveSp 

namely, (1) Survival, (2) Growth and (3) Social Responsibilities or 
Obligations. 

Survival : 

In the initial period of its life, a business cannot expect any profit and 
it has, therefore, to concentrate its efforts on ensuring its survival. During 
7 his period, emphasis is not on earning profit but on minimising losses. 

Grov^th t 

Once survival is assured, a business must direct its attention to growth, 
n a competitive world, it is necessary to grow in order to survive. Growth 
involves diversification, modernisation and innovation which require capital. 
1 he most reliable source of supply of this capital is accumulated profits. 
1 bus, profit is again only a means to an end. 

Social Responsibilities : 

Drucker was also the first to declare that a business should voluntarily 
accept social responsibilities and spell them out. According to him, business 
should recognise its responsibilities towards (1) The Customer, (2) The 
Employees, (3) The Community, and (4) Society as a whole. 
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The Customer : According to Druckcr, the first function of a business 
iff to create the customer, because vitnout the customer no business can 
survive. A business should, thtrcforc, assure its customers a product of a 
reasonable quality at a fair price (not a black market price), uninterrupted 
supply (not creation an artiiicial scarcity by hoarding) and prompt after sales 
service. Fuithcr, it should be truthful in its advertising and avoid vulgarity 
in it. 

The Employees / If the customer provides the business, it is the 
employees who make it possible for a business to make profit. A business, 
therefore, should pay fair wages, and a share In profits ; ensure safety at work 
and provide reasonable security of employment ; recognise their union, treat 
them as human beings ; and offer them reasonable opporf unities for partici- 
pation management. 

The Community: Activities of a business affect the people living in 
its vicinity. It should, therefore prove itself as a good neighbour and 
participate in and contribute to’ the social activities of the community. This 
responsibility to the community has a great relevance in our country to-day ; 
with the spread of industries in rural areas, industrial units should provide 
such banc amenities as pure drinking Witer, primary schooling primary 
health facilities to the people in the localities at which they are located ; 
further, they should lend their organisational and managerial facilities for 
cousiructlve social activities, for setting up mini units for manufactu ting 
and stlling suitable parts or products. A welcome beginning seems -to have 
been made by some companies in this respect, by adopting villages for their 
all round development. 

Society as a whole * It has been clearly established that modern 
ind»’^try has created cirectly and indirccily many <*eriou.s hazards to li'jraani- 
ty I he automobile industry whose cars have oeen contiruiously releasing 
Cti!:op monoxide In to the atmosphere has led to an increase in incidence of 
ca ^ and simil »r also i'^ the case with the cig'^rclie indu try 1 he ci emi- 
cal, far iiliz^r, paper and allied industries have polluted \^.iteIS of rivers 
and streams flowing nearby, have not only made t<ieir waters unOiinkable, 
but have al e harmed the fish and other equatx animals and plants Atomic 
eleciiicity plants pose the danger of radiation. Those dangers threaten not 
one or the other section but the society as a whole. A business, however 
must rrniembei that its very survival depends upon the survival of the society 
itself and so it must do as much as possible to minimise and also prevent, 
pollution and such other environmental hazards 

Nature of Conflict between the Ecomomic and Social Objectives : Some 
advocates of free cnterpiise argue that a business has onl^ the economic 
objective of making optimum utilisation of resources ; and to require it to 
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accept social obligations is to divert its scare resources managerial & others, 
from their primary rcbponsibliity. This might iead to losses and a losing or 
bankrupt business cannot discharge any obligations, economic or social. 

Others, however, forcefully point out that it is in their own long-term 
interests of survival and prosperity that they should voluntantly accept their 
social obligations. Further, they also suggest that business should aim at 
profit' sufficient for survival and growth and not at maximum profits, and 
again, they should spend a part of their profits in order to discharge their 
social respomibilities. 

In short the conflict between the two objectives appears to be only 
apparent and not real ; it is there only perhaps in the short term but, in the 
long term, a biisine-s can, provided there as a will, reconcile its objectives of 
sufficient profit with its social obligations. 

Social responsibilities of business : Indian perspective : 

The phrafe “social responsibilities of business” is comparatively newly 
coined, in the Indian context. 

(a) The declaration, at the 1965 seminar in New Delhi, under the 
auspices of India International Centre and Gandhian institute of Studies 
sought to correlate the concept of social responsibilities with Gandhian 
doctrine of “trusteeship”, by imposing “inherent responsibility of business 
enterprise to its consumers, workers, shareholders and the community and 
the mutual responsibilities of these to one another”. 

(b) The Sachar Committee, set up by the Union Government in 1977 
observed, inter alia. “Every company, apart from justifying itself on the test 
of economic viability, will have to pass the test of a socially responsible 
entity. “Furthermore, Sachar Committee outlines its concept of social 
responsibility, primarily in these directions ; 

(ii “Opennes in corporate affairs”- for what it calls “responsible 
corporate behaviour” ; 

(ii) Information and disclosure for the benefit of various groups, like 
shareholders, creditors, workers and the community ; and 

(iii Publication of a “Social Report every year, to “indicate and 
quantity in as precise and clear terms as passible, the various 
activities relating to the social responsibility aspects, which have 
been carried out by the company in the previous year”. 

Indian companies will indeed have to travel a long way for realisation 
of these landable objectives, but Tata’s efforts in this direction, have been 
pioneering and exemplary. 

Objectives for Operating Managers : Drucker was also the first to 
point out the objectives of survival, growth, profits and social obligations. 
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though \ery useful foi top management, are ULable to i^ffer any clear 
guidance to middle level managers or operating managers One reason is 
that some of the managers may not agree ^ith the most important objective 
of profit and so may not co-operate v\ith the lop management. Another 
reason is that each of the operating managers contributes to profits only 
indirectly and even that contiibutirm cannot be precisely measured Drncker 
therefore, suggested that following concrete and meaningful objectives for 
them: tl) Market-standing, <2) Innovation, (3) Produetivity, (4) Physical 
resources. ^5) Finar.cial resources, (6) Manager Perfc'rmance anJ Develop- 
ment, and (7) Worker Performance and Attitude. 

1 Market- St ; This objective, that is a certam percentage 
share oi tiie mioket i> more meaningful to a Marketing Manager than a 
cerijin percentage cl profit on sales. He knowsi that m order to capture the 
required share ot the market he will have increase sales, in the existing 
market, cevelop new markets for his product, discover new uses of his present 
products ttc He may. therefore, be given concrete ohjcMives in terms of a 
deiinite sii.ire ol the market and be held responsible for achieving it 

2. Iniijxuiion : According to Druckcr, 

‘'A business enterprise, its structure and organisation, the way in 
which il integrates knowledge into work and work jdIo performance, are 
areas oi major innovative r eed anJ innovative oppoitunity Innovation is 
not a icwlntieal term ; it i'. an economic and social term Its crilerior* is not 
sCkDt e on < . chnoUigv but a change in economic or sociul environment, a 
ciutnge in tne behavior of people as produeers, consumers or citi/ens At\ 
eslahlidicd comj.aiiy which, in an age demanding innovation, is not capable 
of iniiovwition, is doomed to decline and extinction; and a management v, h'ch 
docs not know liow to manage innovation, is meonipctenl and unequal 
to its task. Managing innovation will increasing become a challenge to 
management”. 

3. Productivity ; It was a universal practice in the past to fix a 
certain quantitative target of output for a production manager. Altainnient 
of that target, however, did not necessarily mean higher i liichncy because il 
could, be attained at the cost of quality, or at a higher cost per unit 
Productivity is the only yard-stick which measures competence of manage- 
ment and allows meaningful comparisons between dilTerent cntcrpri'.es in tlie 
same industry. Thoi gh concepts ol Productivity of rnachine:> and of indivi- 
dual workers have been developed, the concept which can measure overall 
productivity, according to Drucker, is the “Contributed value”. He has 
defined it as the difference between gross revenues received by an enterprise 
from sale of Its products or services and amounts paid out by it for purchase 
of raw materials and for services rendered by outside suppliers ; in other 
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words, it includes cost of all the efforts of the business and the entire reward 
received for these efforts. This concept makes a rational analysis of 
productivity possible and facilitates setting goals and methods for its 

improvement. 

4 Physical Resources i In the past, there vras a reasonable assurance 
say, about supply of industrial raw-mateiials and so, the purchase manager’s 
objective was eiricient and economical purchase of required raw malcrials 
10 ciiMiTc continuity of productiou and to avoid stock-out situation. Since 
the last few >cars, however, materials like curde oil, copper, wood pulp for 
paper, various peiro-chemicals etc. have become scarce and their prices have 
become prohibittve. A purchase manager, therefore, may well be given the 
obicctive of locating substitute materials or developing alternative sources of 
reliable supply for ensuring continuity and stability of production. 

5. Financial Resources : A business needs funds from time to time, 
to replace existing machinery, to buy more advanced technology, 
to lake up a research and development programme, or to finance 
an advertising compaign A finance manager should be aware of 
relative merits of different sources of funds and should have plans 
lor raising required funds from the most suitable source s). He 
should also be able to develop sound policies for pricing depre- 
ciation, dividend, etc. as these determine ability or otherwise to 
raise funds internally. 

6. Manager Perfomance and Development : The objectives discussed 
so far may appear as very remote to, say, a personnel manager 
and yet, he must be given clear objectives against which hii 
performance may be measured. However, developing techniques 
for performance appraisal of individual managers, training pro- 
grammes for developing future Managers to replace the existing 
managers aa and v\hen they leave the organisation, or allied 
matters, would be meaningful and attainable for him. 

7. Worker Performance and Attitude: This is a most difficult area 
for setting concrete objectives, and yet, worker performance and 
altitude are vital for prospeiity and even survival of an organisa- 
tion, in the long run This is v^hy personnel managers have 
btarted making use of statistical information about labour turn- 
over, absenteeism, accidents, grievances, suggestions etc, to 
measiure attitude of workers towards their work and towards 
^ranagemett. Attitude Surveys have been conducted to ascertain 

I'riUide of workers on specific issues. The knowledge that 
ma' . gained from all these, should prove useful in formulating 
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personnel pcl’cles pnd practices to bring about a favourable 
<#hange in the altitude of workers and an improvement in their 
performance. Line managers may given objectives in these 
areas and could be usefully judged b\ their performance in bring- 
ing about favourable changes in the attitude and performance of 
their subordinates. 
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V 

MANAGEMENT BY OBJECT l\ES (M. B. O.) 

Traditional managers believed that it was their exclusive privilege td 
determine objectives and goals of their organisation, and to direct and coor- 
dinate elTorU of all other managers & tnif']c)ees to achieve these objectives. 

It was* however, gradually realised that these goals were rarely achieved and 
actual results of often fell much short ot the goals Drucker was perhaps 
the fir^,! to suspect that this failure was possibl> due to inadequate co opera- 
tion of subordinate managers, as they cid not regard the organisational goals 
as their personal goals. He, therefore, suggested that “what business needs 
is a principle of management that will give full scope to individual strength 
and responsibility and at ihc same time give common direction of vision 
and effort, establish team work and harmonise the goals of the individual 
with the common weal Tins, in fact, is the principle of “Managemeni by 
Objectives'*- 

It was in 1955 that Drucker suggested this principle which required 
ct mniitment of all members to the objectives of the organisations A few 
ytars later, in 1961, Edward Shleh read his paper, ‘Management by Results^ 
before the 12th International Management Conference, for which he was 
awarded a gold mcdil. In f ?s paper, Shleh suggested close integration of 
iruljvuiua! goals with those of the organisation The concept ot MBO, how* 
e\er, was largely neglected foi the next few years. In 1969, John Humble, a 
Hnii.sh management consultant, published his book, “Management b> Objeo 
livcs’*, in which he explained the underlying principles and outlined a scheme 
for implementation of MBO. 

According to George Odioine, MBO is “a process whereby the 
superior and the subordinate managers of an enterprise jointly identify its 
common goals, define each individual’s major areas of responsibility in terms 
of the results expected of him. and use these measures as guides for operating 
the unit and assessing the contribution of each of its members”. 

MBO technique : In ^impIe terms, this is an approach to efTectiv# 
management through achievement of goals, agreed upon and accepted by, 
the individuals involved. The main elements of the MBO Technique, aa 
suggested by Humble, arc briefly as follows ! 

1. A critical review and rcstatment of the company’s strategic plana, 
objectives and goals. 

2. The goals to be set at all levels, must be joint and agreed ones 

3. Clarifsing, with^each manager, key results areas (KRA) and performancd 
standards whice he must achieve in line with his units and company’s 
objectives, and securing his contributions and commitment to theso 
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objecti\«s individually and as a team. It would be obvious that key 
.-esult areas will be different for each individual manager. The more 
iimportant of these areas arc : 1) Market Share, 2t Fortign Exchange 
Earning, 3) A definite rate of return after tax on New Projects, 
Cost, 5) New Product Development 6) Management 
Training and Development, 7) Worker Productivitj and Attitude, 
8 ! Modernisation of Plant, 9) Industrial Peace etc. 

t. Developing, with each manager, a job improvement plan for his measur- 
able contribution to the sectional and Company Plans. 

,5. Providing suitable conditions for the achievement of key results. Tbe 
iiore ’inportanl of these conditions are i 

'}} An orguni'Ution structure which gives a manager maximum freedom 
and fle.xibilit> in operation. 

(iij Man.igcmi.nt control information in a form and at a frequency 
which would facilitate more effective self control, better and quicker 
decisions. 

o. Holding periodic performance reviews with each manager to measure 
and di^cu^s progress towards the goals and standards ; and carrying out 
personal reviews to identify potentials for advancement to higher 
managerial positions. 

7. Dcve!*'p:-i<.nt on the basis of performance reviews of management training 
plans, tCT help ia..h manager to build on his strength, to overcome his 
wcuknessCi, and to accept responsibility for self development, 
t. Strcrj-tbc ing, a manager’s motivation by effective selection, adequate 
salary and ratioii-d promotional or succession plans. 

•itnejits of MPti'l for the Organisation'. 

Hvmbi. who had been associ.ated. as a Management Consultant, in 

.ntroc i!< I'ua*’ • ‘mplcmc.itirg the MBO Programme in a number of companies 

in the \JK, Ci.m.ud that such companies leaped a number of benefits. 7he 

more iroportaai of these are : 

1) It ieacs to a concentiation of the efforts of managers on rcaliy important 
and pr III influencing tasks instead of on ta»ki w:,ich could littie impact 
on ovti'iill results 

2) It facilitates identification of p^oblcr.l^ which have been hitherto preven- 
ting iiigi; per'ormance, and development of plans to solve tlio^e problems. 

3) It brines .ibout a visible improvement in motal and sen.e of purpose of 
managers because of their involvement in setting goals and in achieving 
them. 

4) It helps to discover managers who have potential for growth. 
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5) It helps (o formu ate better managemeat.trainiog'programmes based oo 
performance reviews. 

6) It leads to improvemenf in better management controls and'better per- 
formance standards because of their willing acceptance by all managers. 

7) It helps to ensure a balance between innovation, flexibility, and continuity 
necessary for effective work. 

Advocates of Management by objectives claim that it helps not only the 
companies which adopt it but bkso all^managers working in those companies. 
The reason is that it is able to satisfy some of basic urges of man, such as 
the desire to improve one’s performance, to know how one is getting on in 
one’s job, to be recognised 'by""*others, to be able to participate in planning 
one’s work, etc. As a recult, managers'enjoy theTollowing benefits : 

!• It provides greater orp«rtuaitics*to^make a’pcrsoaal”contribution and to 
accept more responsibility. 

2. It leads to better interpersonal relations through involvement in task 
forces to solve problems outside one’s own area of authority and 
responsibility. 

3. It means less frustration as company objectives and limits on their own 
authority are made known to them. 

4. It brings about better and more purposeful commimication with superiors, 
colicai^ues and subordinates, 

5. It c»ITers greater opportunities for personal growth, as one comes to know 
one’s own strength as well as weakness, and as the company pians 
rrainifig mere systematically . 

6. Recognition of achievement by himself and appreciation by superiors, 
bocuiise of ck ar performaxicc standards and better management control, 
are made possible. 

7. It leads to Tuorc equitable material rewards and promotions, as there is 
hardly any scope for favouritism or discrimination. 

M BO as a Philosophy of Management : The foregoing will make it 
t IcLir that MBO is not only a technique but is also a philosophv of 
management. It may be called Democratic Participative Management, 
w hich stands in contrast to the traditional philosophy of management, 
under which there is a rigid superior- subordinate relationship between 
top management and all other managers This implies that under tht 
traditional system, goals and standards are set by top management which 
also provides for cpmprehensivc controls and decides on rewards. 

In the MBO, on the other band, the goals and standards arc fixed 
after discussion with individual managers, which secures integration of 
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organisational with individual goals. Superior manager assume suppo;ti\e 
and collaborative responsibilities for performance of subordinates. Instead 
of close supervision and external control, subordinates are allov^ed to a large 
degree, to exercise self direction and self control. It a bo provides for exten- 
sive participation by all managers in all matters of importance for the 
organisation. All this provides sco;e for development of creative abiiitie.^ of 
individuals which are rarely lapped under the traditional system. 

MBO in the Context of Indian Organisations i 

It was around 1976 that the National Productivity Council set uy a 
team of experts to study the possibility of introducing MBOin Indian 
Industries, in the private as well as the public sector. This team visited a 
number of comp£.oics in different industries in the country and collected 
case hi’^lories of a textile mill, a cigarette factory, a chemical firm, a light 
engineering unit, and a company marketing fertilizer^ and animal feed- stocks. 
On the basis of its study, the team highlighted importance of two pre- 
requisites for success of the MBO Programme. One is firm commitment of 
top management to the philosophy ; it must then get its senior executives 
involves in it Introduction of MBO requires a basic change in attitudes of 
all managers, and their willingness to adjust to organisational changes It is, 
however, nec€:ssary to beak down iniiial resistance to chanj.e and to unfreeze 
their altitude. A popular method adopted for this purpose has been to 
ar:angc tApesure senonars anc group discussions v.uh help and guidance 
from outside *^xpeits, 

An«thci need for effective implementation of MBC) is for an out ide 
adviser in the initial period, till one of the senior ' f tlie cumpanv 

is able to take over his position. The MFiO Adviser be d peiion who 

has a general knowledge about all jobs in the orgarusj:ion, and more 
important, he must be a peison of integrity to coinmand the co’ hjence of 
all and be accepLabh.? to them in the initial period tlieie aie liound to be 
occasions of dilTcrences, sometimes sharp, between top mar.apement and 
individual managers, as regards goals, standards, wiiar is fair, what must be 
given priority and so on It is then the responsibility of the AdviLcr to bring 
the two sides together and to make them see broader interesis of the rogani* 
sation, and what needs to be done lo promote organisational interests. 
The success of MBO, therefore, greatly depends upon the avaiUbilits of such 
an Adviser. 

Indian organisations which introduced MBO, are in the early stages 
of applying it ; the undernoted industries have either partially introduced 
MBO or are considering its introduction. 
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(i) Peico Electronics Electricals Ltd. (Philips India). Bombay and 
Calcutta, (ii) Glaxo Laboratories Ltd , Bombay, (iii) Hindusthan Lever Ltd.. 
Bombay, (iv) Indian Tobacco Co Ltd, Calcutta, tv) Imperial Chemical 
Industies (P) Ltd., Calcutta, (vi) Union Carbide of India Ltd , Calcutta 
(vii) Indian Aluminium Co Ltd , Alwaye. (viii) Madura Mills Ltd., 
Madurai, etc. 

There is at present, almo^t unlimited scope for experimenting with 
MBO in public sector enterprises One reason is that here there are no 
owner managers and all persons, from managing director down to junior 
managers, are employees; therefore, there need be no conflict of interests 
between top management and other managers Secondly, a typical public 
sector enterprise is usually large in size, and accordingly, it is possible to 
bta’t this technique in one department or one section, before gradually 
adopting it for the entire organisation. 

Thirdly, top management in public sector enterprises will hopefully be 
men with confidence in democracy and must therefore be willing to ac apt 
demociatic practices, intercut in MBO philosophy. 

Limitations of MBO : 

Despite its many advantages, it has certain limitations, such as the 
following I 

(a) In a scheme of MBO, leadership quality and contribution do not find 
a central place ; the leader (with his team), of course, suggests the 
goals, but these arc open for discussion and debate, Rational attitudes 
intelligent consensus are often a casualty ; 

(b) MBO tends to emphasise a particular type of democratic approach in 
management process, which may not always be conductive for optimum 
results ; 

(c) Where personal relationship between a superior and his subordinates 
arc poor, MBO’S participative approach will often fail to work ; 

(d) MBO is time consuming and it often taxes the patience of those 
responsible for its implementation. 


( ) 


1/P.P.M. U 



STUDY NOTE ; U 


SELF-EXAMINATION QUESTIONS 

(Answers to these Questions are NOT to be submitted) 

1. ‘‘Continuous changes in environmental conditions make planning 
essentiar*. Discuss fully. 

2. Define policies and • explain why a business organisation needs policies. 
Also, discuss different types of policies. 

3. Define strategy and explain the steps in its formulation. 

4. Why must a business earn profit 7 What should be the social obligations 
of business and why ? 

5. “MBO is both a technique as well as a philosophy of management”. 
Discuss fully and critically. 

6. Write notes on the following ; 

( 1 ) Forecasting. (2) Hierarchy of Plans. 

(3) Policies, Procedures and Methods. 

(4) Advantages and limitations of planning. 

7. What are the planning parameters ? Suggest certain universal steps 
involved in the planning process, 

8. (a) Write a critical essay on M.B.O. in the India context 
(b) Discuss the limitations, if any, M.B.O. 

9. Discuss the relationship between a Plan and a Budget. 

10. Suggest some definitions of planning. Why must a busiaess plan ? 
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STUDY NOTE : 3 


1 

ORGANISATION 

GENERAL 

Need for organisation : Organisation grows essentially out of the 
need lor co operation. I he primitive man must have quickly reali>.ed 
that in order to protect himself from external dangers, and to sati.sf> his 
basic needs, he needed co-operation from his fellow-men. 

Businessmen started feeling the need for an organisation after Indiist 
rial Revolution, which made large-scale production possible with the help of 
power driven machinery. With the emergence of the jointstock con>pan>, it 
became easier to srarl manufacturing and selling activities on a large scale. 
This made it neces'^ary to bring together a large number of persons to carry 
on various manufacturing processes and other supporting activities It ilicn 
became obvious that if all these men were to achieve the common objective, 
they must be properly organised ; and. this naturally became the responsibi- 
lity of the manager 

Dtjinatic.n of organisation : Me Farland has defined an organisation 
as “an idcnlifiihlc group of persons contributing theii efforts towa res the 
attainment of goals'*. This short definition of organisation brings out its 
three esscnisal characteristics. The firsi is self identification. Existence of 
a group is another characteristic of an organisation, for organisations are 
essentially co i»pcrativc ernerpri>es. I he ihirti characteristic is emphasis on 
goals and objectives that an organisation must attain According to Brcch 
Organisation is the framcwoik for carrving out the responsibilities of 
management, for dcKgatuvn of responsibilities, foi co-ordination of activities 
or operanons, for motivation members” 

The croccss of setting up an oiganisation structure, essentially involv- 
es the fol levying : 

{ I ) Listing all activities necessary to a xomplish the objectives ; 

(2) Grouping of a. livities into a limited number of departments ; 

^3) Designating the head of each group of department ; 

(4) Determining the naiuie and the extent of the authority of each 
head ; and 

(5) iTescribing the nature of relationship between each of them 
[(y) Ensuring that channels of communication are well laid out 
i7) Sustaining growth and creativity of the enterprise. 

In short, the o'Vganisation structure, so evolved, will state who is 
aulhori/ed to take what decisions and to what extent ; who performs what 
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duties, and who is superior to whom. It clarifies all relationships and pro- 
vides a frame-work within which all managerial activities take place and 
grow. 

Developing a suitable Organisation Structure ; Throughout the nine- 
teenth century and even as late as 1950’s. there was hardly any systematic 
method available for designing and developing a suitable Organisation 
Structure Managers, therefore, had to look to the models of their successful 
competitors and use the “trial and error” method for developing a suitable 
structure for their orginisations. with some guidance perhaps, from the 
principles which Henri Fayol and other classical management writers had 
formulated. It was in about 1955 that Peter Diucker suggested thiee 
specific ways to find out what kind of structure is needed to attain objectives 
of a specific business ; these are : (1) Activities Analysis, (2) Decision 

Analysis, and (3) Relations Analysis, 

Activities Analysis : Traditional authorities assumed that a business 
had a setol typical and common functions which could be applied everywhere 
without prior analysis. Experience, however, showed that a particular 
manufacturing business may not need all of them or may need some other 
functions ; for example, a business manufacturing women’s dresses will have 
designing as the most important function, and paper mill will have long range 
forest development as an equally important function as manufacturing It is, 
theiefuie, neces-ary to make a tpeci.fic analysis of the activities of a business 
beU re designing its organisation structure. 

Once .he activities have been identified and listed in the order of 
their iniporiance. the next step is to divide and subdivide the work into 
smaller homogeneous units, each of which can be assigned to a competent 

individual Thus a managing director of a company who cannot obviously 
perform all activities, may divide his work into a number of activities, and 
appoint a manager for each of these groups. Each departmental manager 
may subdivide his work into sections and appoint a supervisor in charge of 
each section In short, in devising an organisation structure, it is essential 
to divide all woik into manageable units. 

Decisions Analysis : Decisions may be unprogramm.ed e g. off the cuff 
a product of empirical wisdom or programmed ; a programmed decision is a 
systematised management step, pre determined by rules or procedure. Such 
cecisions are preceded by a common set ol logical analyses ; 

First ; T here must be a clear goal set through prior planning ; 

Secondly : Out of various alternatives passing for selection, avenues must 
be developed for reaching the goal ; 

Thirdly : Eacli feasible alternative should be evaluated carefully ; 
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Fourthly : Taking plus and minus points of each alternative, the decisioii 
maker must make the optimum selection, in the circumtances. 

Lastly : The decision maker should include a suitable time-variables in 
his computations, depending on whether the decision is a 
short-term, middle-term or long term one. 

The next step is (a) to identify major decisions needed to secure 
performance necessary for achieving the objectives, and (b) to classify these 
decision according to kind and character. 

Drucker suggested four criteria to determine nature of business 
decisions : (1) Degree of Fuiurit}, (2) Impact H) Qualitative Factors involved 
and (4) Uniqueness or Periodicity 

Decree of Futurity : A decision which commits an organisation for 
a long period, for example, a decision to set up a new factory, or to introduce 
a new product, is one which commits the organisation for a long period and 
so it must be taken by top management. On the other hand, a decision to 
purchase raw materials worth even a few lakhs of rupees, commits the organi- 
sation to a short period and so it may well be taken by the middle le\ el 
manager, subject to availability of funds. 

Impact : If a decision affects onl> one function, it is of lesser 
importance and can be taken at the lower level ; if, however, a decision 
affects more than one function, or the whole organisation, it is of a higher 
order and should be taken at a higher level. For example, the decision to 
change the basis of allocation of overheads to different products, affects not 
on!) accounts department but also other departments and so it should be 
taken at a high level. On the other hand, the decision to change the method 
of performing a job, affects anly the person performing that job and so it 
could be tak< n by him or at the most by his superior. 

Qualitative Factors Involved : Qualitative factors include such matters 
as certain principles of conducting business, or certain ethical values to which 
top management has committed itself. A decision which involves any of 
these, although its monetary implication may not be high, is an important 
decision and so it should be taken at a high level. 

Uniqueness or Periodicity ; If a decision is a unique one, in the sense 
that it will be taken say, only once in the life time of an organisation, it is 
of great significance and so it must be taken by top management. On the 
other hand, decisions which have to be taken frequently, may well be taken 
at a lower level. 

In short, it is necessary to analyse all decision and establish their 
relative importance, as it will then be easier to determine the levels at which 
different decisions should be taken. 
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Relations Analysis : The third step in the analysis for the kind of 
structure needed, is the analysis of relations. This requires a study of, with 
whom a manager in charge of an activity will have to work, what contribu- 
tion he will have to make to managers in charge of other activities, and what 
contributions he will require from other managers. 

Traditionally, a manager’s job was defined only in terms of the activity 
he headed, that is, in terms of relation with lower level managers ; this, 
however, is not adequate. It is also necessary to analyse the upward relation- 
ship which involves defining the contribution his activity has to make to the 
larger unit of which he is a part. Finally, it is also important to analyse side 
relations which involves a suitable analysis of the contribution a manager 
has to make to other managers of the enterprise. Often, this contribution 
ma} be very important to the success of an organisation for, usually there arc 
three types of relations viz : line, staff and functional, each with its separate 
roles. 


Ill 
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II 

PRINCIPLES OF ORGANISATION 

There are many accepted Principles of Organisaliuri However, a 
study of the working of organisations in varied fields over a pcrioa, enabled 
management writers to formulate a number of principles of organisation, the 
more important of which, are briefly indicated here : 

1. Scalar Principle : An organisation airucturc should consist of 
levels of authority, arranged in a hierarchy, from managing 
director at the top to juperviaors ai the lowest level. Scalar 
principle states that these levels represent gradation of distributed 
authority, each successive level downward representing a dccrca>- 
ing amount and scope of authority and often a difTeicnt kind of 
authority. Consequenth. position holders at each such level 
have a lower status. 

This principle is an important concept for it throws light 
on the way in which the difTerent parts of an organisation are 
created and held together. It also plays an important role in 
communication by providing the framework for the transmission 
of authority in the organisation 

It w'as on this principle that the ancient Roman Catholic 
Church and the Reman Army were stated to have been organised, 
and it was claimed that their growth and success were to some 
extent, due to soundness of their structure It is no wonder, 
therefore, that this principle was almost universa ly adopted in 
all fields all these years and is still continuing, though with shight 
modifications. 

In the organisation structure based on this p-inciplc, positions 
of auihority on the difleieni kvels are held together by a chain of 
command, through which alone authority and order pass down to 
the next lower level. This chain also constitutes the official 
channel of communication through which alone information down 
and up must flow. 

If, in an organisation, there are two such parallel chains of 
command and communication, these is likel> to be considerable 
delay in receipt of information when two subordinates, at the 
same Jevnl down below in the two chains, are involved in carrying 
out an urgent job. To avoid this, the concept of the ‘Gang 
Plank* has bten suggested; it allows the two subordinates to 
meet directly and settle the problem, on condition that they 
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immediately inform their superiors as to what they have comm- 
itted themselves, in order to avoid embarrassment or confu.^ion for 
the heads of their respective chains. 

2 Principle of Departmentation : This principle refer' to the parti :ular 
grouping of both peisons and functions within an organisation. 
It is the process by which an organisation expands horizoi-tdlly 
and it gives rise to vt^ork-units each of whi^ h is manageable by a 
single individual t also makes it possible to appoint a specially 
qualified and experienced ner'on in charge of eacli such unit and to 
allow him to specialise stil! fuitner. Fnis gives the oigani>ation all 
the benefits of specialisation. 

Tne basis of departmentation and the criteria for adopting 
a particular type of departmentation will be diJCU^i;cd later, in ttiis 
Study Note. 

3 Unity of Command ; This requires that lor anv action whatever, 
an employee should receive orders fron^i one superior ar.'i that he 
should be responsible for carrsing out these orders to that superior 
only and to no one else When to superiors begin to exercise autho* 
ritv over the same per^son or department, dual command comes into 
play in violation of the principle of unity of command. Peristcnl 
violations lead to undesirable consequences for the subordinate 
who is subjected to dual command, for his immeoiate superior who 
IS being b> -parsed, for the superior who violate^ the principle, and 
as a result, for the entire organisation. 

Inspire of such serious consequence^*, ihe principle is ofitn 
violated in practice for different reasons. One is, that the superior 
may think that his immediate subordinate is not competent enough 
and so he is being by passed ; a belter solution, however, would be 
to gel a replacement for such a subordinate and not to by pass 
him as long he continues in hb position Anotlier reason is, that 
in an emergency, one cannot ifford to opNcrve normal rules ; the 
answer to this is that an emereeney shoiilo occur once in a while 
and not frequently. A parcticjl way to stop a superior from 
violating this rule is to require him to report to his subordinate as 
to what he has done evfery time he by passes his subordinate 

4. Principles of Span of Control ; This principle refers to the number 
of subordinates for whose activities an executive should be held 
re>ponsible. It has been generally experienced ihat larger the 
number of subordinates reporting directly to an executive, the 
more difficult is it for him to effectively supervise and coordinate 
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their activities. Among factors determining span of control, are 
(i) nature of activities involved (ii) ability of the superior and 
(iii^ nature and ability of subordinates. 

However, different authorities suggested different numbers 
such as 5, 7, 8 as the maximum number of subordinate to be 
supervised, without giving any reason. It was a French Manage- 
ment Consultant, V. A. Graicunas, who made an original study 
of the organisation structure and reported his results in 1933. 
Accorcing to him, supervision of subordinates involves three kinds 
of relationships, namely (1) Djrect Single Relationships. (2) Direct 
Group Relationships, and (3) Cross Relationships ; further 
total number of relationships grows in geometrical ratio, every 
time a new subordinate is added. He also gave a formula to 
calculate total number of relationships for a gi\en number of 

n— 1 

subordinates. This formula is R -n ( 2-l-n-- 1 ), where R stands 
for total number of relationships, and n for number of suborci- 
nates, reporting directly to a senior. Thus, for two subordinates, 
the number of relationship is 6 ; for four U is 44 ^ for six, it is 212 ; 
for ten, it is 5210. He. therefore, came to liie concludon fliat as 
supervision requires a span of attention, and as the span of attention 
of an average executive is limilhd. number of subordinates he 
should be called upon to supervise, should also be limited 

Supervision also involves a span of emotional stability and 
thU being generally limited, the span of ^upervjMon should be 
rcson and not too large Graicunas tlius concluded that, while 

r\( t ‘laHble to fi\ a rt finite number of Mihordinates.as an ideal 
number, tl is numbcF depends on the abilities of the superior hims- 
etf. that IS, Ins span of attention, and of crnotii nal stability, as well 
liu' lime available to liim to htip and guide hi^ suborcinates Finally 
the ibditics of the subordinates as v\cll m the nature of work ihc> 
peifoTm, al o t<nd to limit the span of supervision Jn short, 
nun bei of subordinates should be resonably small to ensure clTeciive 
supervision and control, and the actual number, in a particular case, 
wouKi be determined by the factors involved. 

form ro — UsrfuHni'SS : 

1.11 U diamau>es complexity and difiicuUy of wider spans ; 
b it rcminilb nunagcrt ot the v ibOOin of sticking to narrower spans. 
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Limitations : These include— 

(i) Its mathematical precision is debatable ; relationships and/or 
responsibilities may theoretically increase with number of sub- 
ordinates but may not, in practice, follow a precise formula. 

(ii) Direct group relationships ma> be far-fctched, 

iii) The main problem is not the number of relarion^ships but their 
frequency and the volujnc of stress and strain they generate. 

(iv) Actual factors which determine the span have been ignored. 

(V) The formula does not apply in cases of cross relationships between 
line and staff organisations of a big enterprise. 

5. Principle of Balance : This Principle requires that each portion and 
function of an enterprise should operate with equal cfTeciivv ness in 
making its allotted contribution to the total pur po.^e. I he problem 
of balance arises from the desire to establish a laigt nunibei of units lu 
take advantage of specialisation. A large number of units, howe\ei , 
gives rise to problems of l ming, co ordinatmg and integrating work 
sequer.ces and may sometimes adversely effect benefits of specialisation. 
This, therefore, imposes a responsibility on top management to tnsuie 
that the vertical and hoiizontal dimensions— are in reasonably balanced 
When « business is growing, it may be necessary to cieate, new 
departments or to add one more level. There may, however, be •'irong 
forces which compel top management to go too far in eiMer direction 
The result is that lines of coramun’ication are unduly lengthened and 
costs are increased. Care should, therefore, be taken to see that lae 
organisation structure does not become unduly tall or Hat and to ensure 
that its dimensions are in a reasonable balance. 

6. Principle of Simplicity : Modern business organisations which are large 
in size and complex in nature, may not, at first sight, Imd the principle 
of .simplicity an appealing one. Simplicity is, however, a rclaiivc 
concept ; it only mea ns that the structure should be the simplest po^Mb le 
one a nd yet it should provide the organisation with economical and 
e ffective me ans for accomplishing its objectives. Inspire of its apparent 
difficulties, simplicity should be a basic objective, as it mean:* economy 
of effort ; it also helps to minimise costs and to reduce difficulties which 
arise because of poor communications due to complexity of the 
organisation structure. 

7. Principle of Continuity : According to L. Urwick, a noted British 
Management Authority, the top executive of a business mub>t not 
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only have a design for Tis organisation for the present but he must 
also have a plan of organisation for the future. This is because 
corporate bu^inc‘‘S organisations have a long span of life compared to 
the indivitUjals who are associated with them at any particular point of 
time. The organisation structure should, therefore, be such as to provide 
not only for activities immediately necessary to secure the objectivfs but 
al^'O for continuation of such aativities and addition of new activities in 
the fo^e^eable fiiture 

(Jrv\itk\s len hi nr ip Us of Organisation : 

Lyndad Urwick propounded ten principh'' <^f OrKanisation and thC'.e, 
briilly, ma> he siut^d as follows : 

Frmnple of Objectives, SpecialiNalion Co oroindtion. Authority, 
Kcsponsibilily. Definition Corte^pc/ndence, Span of Control, 
Baiance and Continuity. 

(Furth'^r dttails may be looked up from a text^bookj 

Formal Ofganisaiion : Clas^ical management wiiteis looked upon 
organising as an engineering process and so. the pi inciples of organisation 
which they formulated, were greatly influenced by principle.^ of engineering. 
The organisation struviure based on tfiese principles has, therefore, been 
Idhellcd as 'Formal’. ‘Mechanistic’ or ‘Static’ ; these writers have been 
ciiticized, for they completely ignored role of human beings who work in 
these organisations, and required them to behave as if lliey were parts of a 
machine 

Informal Organisation : Informal organisation is a kind of group 
rtlaiioiMop which ^ low outside Uic foimal oiganisation structure. Existence 
Of inlormal o^gaUl^ tuou, within a Jormal unit was pbicrved by Froi. 
Elion Mayo, who conducted experiments, now famous as Hawthorne 
Experiirxnb. ai the Hawthorne Plant of the Western Electric Company 
at Chicago, CSA. iStudy Note 1); he also noted that the informal 
oiganisatior had considerable influence on the productivity of men working 
in the organisation Smer then, a number of social scientists have studied 
and ob>erved the working of informal groups and as a rexult, a tentative 
theory about how and why informal groups are formed, and how they affect 
tl\t working of a fonnal organi'^ation, has been formulated. 

//ow h'foinal Gnuj's erf Fcrn cd : Infoimal social groups develop 
spontaneously in an organisation Human beings are es-^entially social 
beings and so they spontaneously develop social relationships and 
associations, whiih are formed as the work together face to face, in 
work situations ; for example, a number of draftsmen working together 
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may form an informal group ; again, similarity of work, though performed 
in different departments, as in the case of typist giils working in different 
departments, may form an informal group of the their own. Similarly, 
cpmmon language, common interests, residence in the same locality, may 
lead men working in different depaitments. to form informal groups of their 
own within the formal organisation. 

Why informal Groups are Formed : One reason wh> an informal 
group is formed is that membership of such a group gives a member a social 
satisfaction which is not possible in a formal organisation but which is one 
of the basic urges of human nature. Secondly, when an employee needs 
some htip on the job, he normally does not go to his formal supciior, but 
goes to the leader or a member of his informal group. Thirdly, when he 
needs help in his personal difficulties and problems, he seeks the help of a 
member of his inforn al group. Finally, whenever there are work pressures 
or tlireaU from his supervisor or higher management he usually turns to the 
inlornial group for protection and support. 

Advene Lffects of Informal Groups on Management : Managers have 
bi l^rly complained that intormal groups adversely affect efficiency of the 
oig.misaiion and create problems. One complaint is that informal groups 
set up tlicir own standards of performance which are invariably lower than 
those 'lec up by management ; they also use social pressure against members 
or non* members who p.oducc above their unofficial standards ; secondly, 
inlormal groups generally resist charges proposed by management for higher 
clliciencN or even for survival in compeiiiive market ; thirdly, they stand in 
me way of enforcing discipline ; further they suppress talents of the 
indi' idual^. 

Favourable Effects of Informal Groups : Social scientists admit that there 
'u an element oi truth in these complaints, but they point out that these may 
be Uigwiy due to the manner which managers handle informal gioups. 
They go a i>tep further and claim, on the basts of their observations of the 
woikiag ol many iiifoimal groups, that if these groups are skilfully handled, 
th<y may be ol some assiitanee to managers. 

One of the ao van rages claimed is that communication can be much 
faste r ihrv ugh ihcir Grapevine than thiough lormal channels of communica- 
tion ; stconoly, kaccr of such a group can solve some of his manager’s 
heaaachth, such as absenteeism, late coming, etc., without bothering the 
super\isor ; thirdly, properly handled and motivated, an informal group can 
achieve much better results than a formal group Acce rding to Chester 
Barnard, these arc an important ‘means of maintaning the personality of the 
individuals against certain effects of formal organisations which tend to 
disintegrate personality”. 


I/P,P.M 111 


( 83 ) 



How a Manager should handle Informal Groups : A manager should 
remember that informal groups develop spontaneously in an oiganisation, 
and so they can neither be prevented nor suppresed He must, therefore,^ 
first learn to accept and live with such groups. Further, be should develop 
the skill to spot the leader and to asceitain real problems and difficulties of 
the group ; he should be, sympathetic and honestly try to solve some of their 
problems. In this way, he can secure their confidence with his integrity and 
genuine desire to help, Onec this is achieved, informal groups will willingly 
work with him rather than against him. 

A manager, therefore, faces a dilemma. On the one hand, groups 
comprising informal organisation have to be allowed to pursue their identity ; 
but, on the other, their autonomy has to be restricted to such an extent that 
their work conforms, at least, to the common goal. And, it is useful to 
remember that, in practice, there is hardly any organisation which is wholly 
formal or informal. 
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DEPARTMENTAIION 


The first step in designing an organisation structuic is to divide the 
fi'holc work into a number of job^ to ensure that no important activity is 
left out The next step is to bring tt)gether liomogcneous jobs into groups 
and to decide their relation to each other This process is known as 
departmentation, and it involves a decision, by the chief executive 
C‘ tablishmeiit of a number of manageable units. This facif tales horizontal 
expansion of the organisation Ha\ing marked otf suc'i logical un:ts, the 
chief executive then will assien each ot these units to a competent individuai 
to secure intended results. Sucit individuals are genc’ally specialists by 
qualifications and experience, m the particular activity, and alter appoint- 
ment, they may be allowed to cv>ntnnie to specialise in that activity still 
further. Thus, the organisation is able to enjoy advantages of specialisation. 
Further, it enabled top ivanaLeirent to channelise its ei'fons to direct, 
co-ordinate and control aclivitRs o\' all departments. Thctc arc cnHercnt 
bases on which departmentation may be carried out ; tliese arc described 
briefiy here 


ta) Depar(ementation by Functions : This is tite oldest basis for 
Departmentation iiscd by menu fact u ring organisations. In such an 
orgatiisation, the functions regarded as the most important namely 
production, sale, personnel and finance, arc operated, as tlicy are 
essentia] for the primary object of making and selling the produ- 
cts ; as a business grows in size and or complcxil}-, additionai 
departments may be created. This becomes necessary either 
because new functions which were previously not regarded as 
sufficiently important have assumed in porlancc, or present 
departmental heads have no lime for new activities, or they do 
not possess technical expertise necessary to manage the new 
acti\ity. This is how new departments of quality control, indus- 
trial engineering, market research, maintenance, purchasing, 
secretarial etc., have gradually come up. 

(Sec diagrammatic representation, which follows.) 

Advantages : The most important advantage is that it is logical, & 
one which has proved itself useful over a long period. The second 
advantage is that it assures the heads of the major functions that 
their importance will be protected by top management against 
encroachment by numerous specialists who are appointed in a 
modern business. Thirdly, based on occupational specialisation. 
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it promotes efficiency in all functional areas. Fourthly, it simplifies 
training of new personnel as the tra ning has to be only in one 
activity of a group of homogeneous activities. Finally, it enables 
top management to exercise cfTeclive control over a limited 
number of functions, and to lay stress on basic activities of the 
enterprise 

Disadvantages : Functional depa^tmentation may not alv^ays be 
suitable J'or example, if an organisation have its manufacturing 
or selling activities over a wide a^ca, gcogiaphical departmenta- 
tion n^ay be found to be more suitable. Secondly, functional heads 
might try to assert their individual imporlance, may not sec the 
business as whole, and so lose sight of the objectives of the 
enterprise, making it dilTicuit for top management to co-ordinate 
their efforts. Thirdly, working in a functicnal organisation, each 
depart re.cntal head is likely to develop loyalty to his function and 
not to the organisation as a whole ; it thus sets up invisible vails 
between departments & so top managCiUcnt has to make a spec al 
elTorl for integration. Finally, it does not provide for training of 
functional manager for top management positions, and the scope 
foj management de\elopment appears to be limited. 

(b) Dtpartnuntation by Process : This is suitable only for organisa- 
tions whose manufacturing activity consists of cleanly marked out 
processes. A typical example is a textile mill which has spinning, 
V caving, dyeing, bleaching, and printing departments, each based 
on a separate process. Sinii!a»ly an engineering company or a 
petro-cliemical unit may ha\c such process departmcntalion. A 
computer centre, with its expensive assemblage of equipment, will 
make a natural department. 

Advaritoges : It is possible to appoint persons wdio have special 
education, training and experience in each of the processes, as 
heads of process departments. This ensures advantages of specia- 
lisation and facilitates training of junior managers, as also clear- 
cut tcclinical division of wwk ; further, location of similar types 
of machinery etc. under the same roc^f, results in economics, such 
as in operation maintenance and the like. 

Limiraiions : It is not suitable for universal adoption and may 
be used only when a manufacturing activity consists of distinct 

processes ; there is also inherent difficulty of co-ordination. 

« 

(c) Departmentation by Products : This is suitable for an organisation, 
manufacturing a number of important products, as for example, 
toilet soaps, detergents, hydrogenated oil & cattle feed. Generally, 
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a company starts manufacturing one product and on a small scale 
and is organised on the basis of functional departmentation. 
However, when it has increased considerably in size and has also 
added new products, production manager, sales manager and others 
may find that their jobs have become intolerably complex. At 
this stage ; reorganisation on product basis may offer a welcome 
solution I it allows top management to delegate to each product 
manager extensive authority over production, sales, service, 
engineering and other functions relating to his product, and to 
demand a definite contribution from each to the profits of the 
company. 

( Sec diagrammatic representation, which follows. ) 

Advantages : Personal skills and specialised knowledge of Product 
manager in production or sales can be tully utilised. Secondly, it 
permits full employment of specialised production facilities. 
Thirdly it makes it comparatively easy for product manager to 
co-ordinate such activities as sales, service after sales, advertising 
etc. Fourthly, product managers can be clearly held responsible 
for their contribution to the profits of the organisation. Fifthly, 
successful product managers maybe found suitable for top general 
management positions because of their experience in dealing with 
various aspects of a business, thus facilitating the scope for 
management development. And lastly, profitability of each 
product is easily assessed. 

Disadvantages / It requires a large number of persons with 
general managerial abilities who may not always be easily available. 
Second it multiplies some specialised services such a purchasing, 
personnel, finance etc. which adds to the cost. Third, it creates 
the problem of effective control for top management, because of 
the danger of a product manager asserting his autonomy and 
disregarding interests of the organisation. Further, some functions 
like industrial relations, finance etc. can be handled better in 
integrated from than when split up. 

(d) Departmentation by Territory or Geographical Departmentation / 
This method is commonly used by service organisations such as 
railways, motor transport, insurance, commercial banks, and also 
by organisations whose business is spread over a wide area, that 
is, over a state, the whole nation, or a number of countries. It is 
then obviously not possible for one functional manager to manage 
efiiciently such widely separated activities. This makes it necessary 
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to appoint regional managers for different regions. This reduces 
the volume of work and makes it manageable for the individual 
manager. It also allows him to specialise in the peculiar problems 
of his region. 

( See diagrammatic representation, which follows, ) 

Advantages : First, it allows taking advantage of certain economies 
of localised operations, such as prompt purchase of local raw- 
n^aterials, recruitment of local personnel etc. Second, it eneourages 
local participation in decision making, as managers know local 
problems better and may suggest solutions without waiting for 
solutions from head quarters. Third, it helps to reduce cost when 
manufacturing or assembling of parts is carried out locally. Fourth, 
it secures local goodwill for the organisation. Fifth, territorial 
organisation of sales activities is more economical, as sales people 
have to travel less, and can spend more time with customers ; it is 
also more effective, as salesmen are in close and frequent contact 
with customers and market and can adopt appropriate strategies. 
Sixth, territorial units constitute an excellent training ground for 
higher managerial positions without much risk of loss to the 
organisation and this helps management development. And lastly, 
disputes with labour may be kept localised. 

Disadvantages i Geographical departmentation requires more persons 
with general managerial abilities, who may not be always available 
and so efficiency may suffer. Second, it means multiplication of 
some of the services at the regional level such as purchasing, 
personnel, accounting as also machinery, and this adds to the cost. 
Third, it may generate friction between regional managers, and 
managers at head office and makes top management control 
difficult. Further, all significant activities of a firm may not be 
amenable to territorial specialisation. 

(e) Custemer Departmentation : A business which sells its product or 
service to a number of distinct and clearly defined customer groups, 
may prefer to organise its sales department on customer basis. For 
example, a tyre manufacturing company which sells its tyres to car 
n anutactufers, to defence department of the Government, to State 
Road Transport Undertakings, and to a nnmber of large dealers, 
may have a separate sales organisation for each one of them. 
Similarly, a« large ready made garment store may have a separate 
department each for women, children and men ; or a commercial 
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bank may have a separate loan department, each for large-seal 
industries, for tradtrs and for small scale industries. 

Advantages : When each customer group has its special needs, 
requirements and problems, expert personnel are in a position to 
give better attention to customers along with specialised service. 
Jn this way, the organisation can build up good-will and retain the 
loyalty of its customers. 

Disadvantages'. First, there is the difficulty of co-ordination between 
this type of departments and those organised on other bases, 
because of constant pressure from customer departments for special 
treatment. Secondly, there is a possibility of under utilisation of 
manpower and facilities in times of recession, when some of the 
customer groups may shrink considerably or even may disappear. 

(f) Departmentatu n by Numbers or by Time / 

A number of persons pursuing a set of activities, may be a basis of 
departmentation. in this pattern, the department (a number of 
persons formed in a group) is set a task and it reports to the 
manager to whom it is responsible for fulfilment of the ta>k ; an 
example is a gang in Railways, Electricity Boards etc. 

An allied method of grouping, by time, has a limited applicability, 
it often goes with the preceding method, so that a group working 
for a definite period, makes the joint criterion of departmentation ; 
an example is a shift in factory work. 

(g) Departmenradon by Committees : 

In ^any organisations. Committees are often placed in charge of 
functions and play the role of departments. This method is seen 
in operation in academic, professional and research institutions ; 
thus a national professional institution may have the following 
major functions, each headed by a differently constituted committee. 

>i) Examination (ii) Training and Education (iii) Research 
(iv) Professional Development (v) Journal and Publications 
.(vi) Fnternational Co operation (vii) Discipline and Ethics 
(viii) Administration. 

(h) Matrix or Grid method of Departmentation : 

Matrix or Grid structure is a mosaic of task and functions. In a 
sizeable programme or project, the task often is formidable, yet 
temporary, as all programmes must be completed ol time. These 
matter opposing and exacting demands on the organisation is met by 
an innovation known as Matrix of Grid structure. 
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Simple diagrammatic representation of certain Departmentations 




In concluding this discussion about bases of departmentation, it may 
be noted that large organisations with many units or products, may find it 
convenient to adopt functional departmcntation at top-level. This keeps the 
span of control for top management reasonably small, allows it to concentr- 
ate its attention on major functions of the business, and to watch closely 
total achievement from time to time. It is at the middle management or 
secondary level, that there are some scope and discretion for the choice of a 
pirticular basis of departmcntation, eg, depending upon predominance of 
products, territories, or customers. 

V 

Criteria for Grouping of Activities: It should be appreciated that a 
business organis»ation, generally cannot be structured permanently on one 
particular pattern This is because whatever pattern it may choose to start 
with, it may prove to be unsuitable or inadequate with growth in volume of 
its business, increase in number of products, or spread of its activities over 
a wide area. For example, an organisation may start with functional 
departmentation but having later become a multi-product, multi unit organi- 
sation, It may have to introduce product departmcntation for sales activities, 
and each product division may resort to territorial departmentation within 
each product department. 

The basic purpose of departmer tation is to make the size of each 
departmental unit manageable, and to secure advantages of specialisation 
for the organisation. What.ver the basis of departmentation adopted, 
mere may be all sorts of pressures to increase number of departments in 
course of time This, however, will have adverse effects on efficiency of the 
organisation. Top management, must, therefore, have some criteria for 
guidance as to how far to go in this direction, and when to stop. Some 
suggested criteria arc : ( 1 ; Specialisation, (2; Coordination, 1 3) Control, 
(4) Adequate Attention to Important Work, (5) Cost consideration, and 
^6) Human Considerations. 

Specialisation : The first consideration is to permit persons to specialise 
in certain kinds of work. This enables them to become experts and allows 
the organisation to reap benefits of their specialisation. Generally, 
specials aiion is thought in terms of functions, but a person may be an 
expert on a product or a particular type of customer ; the question then is 
to decide as to which particular body of knowledge or skill is more important 
to get a job done, and to departmentalise on the basis of that more important 
speciality 

Co-ordination ; One purpose of departmentation is to make each 
department manageable by an expert oi a gjoup of experts. Functiona' 
departmentation, for example, makes this possible but creates a problem o! 
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cc ordinaling efforts of a number of functional specialists to achieve thr 
common goal. In a multi prodi ct organisation, this co-ordination is very 
important and so all functions relating to hit product, namely manufacturing,, 
buying, selling, etc , arc placed in charge of each product manager. 

Control : Essence of control is to measure peiforroance and to hold 
people responsible for results. The type of deparimentation which makes it 
easier to achieve is preferable ; this is why deparimentation is made In such 
a way that duties of each department arc clearly rriarked off from those of 
others ; for example, two or more units under one management arc made 
semi* autonomous and entrusted to two unit managers, which provides 
performance standards for comparison and throws up inefficient operations 
of units. 

Atlequal Attention to Important Work : One rerson for separating 
primary operations from auxiliary services is to ensure adequate attention to 
all phases of work This is why a more important activity is placet higher 
up in organisation structure so that it receives lull consideration Irom top 
management. 

Cost Considerations : Any pattern of departmentation affects costs 
in two ways ; first, a new unit will require a new executive with his assistants 
and administrative staff, all of which will add to expanses ; further, such- 
executives will impose a heavy burden on line managers, make demands on 
their limited time and thus adversely affect their efficiency. A new depart- 
ment, should, therefore, be added only if top management is fully convinced 
that benefits will be more than expenses involved in creating such a new 
unit. 

Human Considerations : The structure evolved in the light of foregoing 
considerations will obviously, be a logical structure. Efficiency of an 
organisation, however, depends on people working in it. Social scientists 
have shown that human beings are not entirely logical or non rational ; they 
are also non-logical and to some extent, emotional. The ideals, therefore, 
may have to be suitably modified in order to allow human considerations 
such availability of personnel, informal relations and groups within the 
formal organisation, traditions and epnventions of the Enterprise, prevailing 
environmental attitude etc. 

V 

Organisation Manuals ’ An organisation manual describes, in the form 
of a book, booklet or looseleaf folder, in detail, scope of authority of each 
position, extent of its authority as well as its limits. It also explains nature 
of its relations-superior, subordinate, equal- with all other positions together 
with relative duties and responsibilities. Such a manual is of great value to 
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top management as well as to all managers. A complaint of encroachment 
on the &rea of authority of one manager by another, may be satisfactorily 
settled by a reference to the manual. Similarly, if top management discovers 
cases of dereliction of duties or neglect of some responsibility by managers, 
the same may be suitably brought home to the managers concerned. Organi- 
sation Manuals, however, are not very popular as their preparation is a time 
consuming, laborious and costly process. Organisation Charts, however, 
are quite common. 

Organisation Chart : An Organisation Chart is an important tool for 
portraying net-work of an organisation structure. It shows the top structure 
as well as that of the divisions and departments. 

It shows ; (1) The main positions, nature 
of relationship between 
them, and the channels of 
communication ; and 

(2) Levels of management. 

According to George Terry, it is *‘a diagrammatic form which shows 
important aspects of an organisation, including the major functions and 
their respective relationship, the channels of supervision and the relative 
authority of each employee who is in charge of each respective function.** 

Different Types of Charts : There are four different methods in which 
an organisation chart can be drawn. One common and popular method is 
a Vertical Chart from top down, as shown in the Fig. I : 



Personnel Finance I Marketing R & Z) Etc. 

Manager Manager I Manager Manager 

Production 

Manager 
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The Second Method is Horizontal Chart ffom left to right, as shown 
in Fig. 2 : 


Fig. 2 


M. D. 


O, M. 


— R ft D Manager 
— Marketing Manager 
—Production Manager 
Finance Manager 
I— Personnel Manager 
— Etc. 


The third method is a Circular Chart in a concentric form, as shown 
in Fig. 3 : 
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TIk fourth method is in the form of a tree, as shown in Fig 4. 
Here toots represent top management, that is M, D. &G. M., the trunk 
rtpresenlf middle management, branches represent supervisors, and leaves 
rcpiesent rank and file of workers. 


RANK AND 
FILE OF WORKERS 



Uses of Orgaaiyation Charts : Firi.t, the very process of drawing up 
organisation charts makes top management think more clearly about the 
relationship which underline it ; vague relationships have to be thought out 
before they may be correctly charted. Relationships n‘'t previously concei- 
ved may be discovered and examined. Secondly, once constructed, these 
piovide a clear picture of and information about, the oiganisatton at a 
glance Thirdly, they are useful in familiarising new employees with the 
organisation. Fourthly, they help a personnel manager in formulating 
training programmes for employees to be promoted to higher positions , 
some of the more ambitious employees may equip them^ elves on their own 
for higher positions by studying organisation charts and or manuals. Fialily, 
they provide a starting point for planning organisational changes afur 
having discovered inconsistencies or weeknesses of the existing structure. 
Finally, a chait serves as a better method of visualizing the tone and charac- 
ter of an organisation than a lengthy written description. 
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Limitations i Organisation Charts sitffcr from certain limitations. 
One Is that charts are l»kely to become out dated unless these are ontinually 
kept uplodate. Second!), a chart shows only broad relationsnipifi between 
different pOMtions and not between the position holders ; precise reftifibnships 
bct\^een indi\iduals cannot be ^shown on a chart. Thirdly, chaio are likely 
to introduce an element of rigidity into relationships, each individual being 
comp> lied to remain within his charted area and defending it against attacks 
from his colleagues. Fourthly, charts tend often to foster ‘buck passing’, 
that is, slufting responsibility to some body else. Fifthly, chart' do not 
siiow extents of authority oi responsibility of particular positions Sixthly, 
these often give rise to feelings of superiority or inferiority in incumbents, 
which CO against them spirit Lasth, Charts emphasise only formal relation- 
ships and formal channels of communication but ignores completely infor- 
mal aspect^', which play an important role in a modern organisation 

('o'ordtnanon : Management thinkers regard this as a very important 
^lcnH nt It has been defined as “the process whereby an executive develops 
an (^o'crlv fi.ittcrn of group efFoit among his subordinate^ and sccuies unity 
ol laiion in the pursu e of a common purpose”. M ry Follctl, (^Rcf Study 
NvOic i ), claimed that coordination alone can ensure “Plus Value” of a 
I’TOLip, tiiat is, it can ensure that “llic wlmlc is greater than the sum of its 
parts ’ 

c\)-ordination is that function whicii makes different member s of a 
group and 4 ilferent groups or units in an organisation, work harmoniously 
lor ieaii“.ation oi tlie common objceciive It has also been defined as ‘‘the 
tlfni to ensure a smooth inter play of the functions and forces of all the 
tliffercnt c< mponent parts ol an organisation, so that its purposes will be 
If I !scd with a minimum of friction and a maximum of collaborative 
t ilVcii\cncss” This however, does not take place automatically in an 


(>rgaT’,isation 

Successful CO ordination is based on certain principles, such as j 
(a; Diiecincss : Co-ordination work best through direct personal 
touch. 

(b) Early start: The process should begin with the beginning— 

from the preparation of the plan 

(c) continuity : It is a continuous and a circular activity ; starting 

form planning, it runs right through and across the 
organisation, directing, controlling— to innovation. 
Techniques and devices, which help Co-ordination, include the 
following : 

i) A good organisational set up, with responsibilities properly 
defined ; 
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ii) A good and intelligible communication sy.^tem ; 

iii) An able common superior is a great co-ordinating factor, since 
activities of different subordinates, below him, are serpervised by 
him ; 

iv) In general, committees help co<»ordination by bringing together 
representatives of different, often conflicting, interests ; 

v) Meetings of departmental heads, as also departmental meetings, 
may be periodically convened to iron out differences ; 

vi) A person of suitable temperament may be specially appointed to 
provide continuing liaison amongst different departments or 
units. 

vii) Broad, comprehensive and dynamic policies. 
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STUDY NOTE : 3 
SELF-EXAMINATION QUESTIONS 
( Answers to these Questions are NOT to be submitted ) 

1. Explain the importance of a sound organisation structure. Dej'Cribe 
briefly the approaches recommcadcd by Drucker for developing such a 
structure. 

2. ‘•The cla«si:al view of the organisation structure is formal and 
mechanistic”. Comment critically. 

3. Explain how and why informal groups are formed within a formal 
organisation. 

Discuss the impact of such groups on the organisation and suggest how 
a manager should handle the^e groups. 

4 What are Organisation Charts ? How do these dilTor fi om Organisation 
Manuals? Describe different types of Organic ition Charts and draw 
suitable diagrams. 

Discuss the advantages and limitations of Organisation Charts 
5. Write notes on the followings : 

(1) Principle of Departmentation, (2) Principle of Unity of Command, 
(3) Principle of Span of Control, (4) Principle of Balance 

6 What are the different methods of departmentation ? Discuss critically 
suitability and limitations of each. 

1, Discuss the merits and limitations of a wide and narrow span of control. 
How could you determine optimum span of control in a given 
situation ? 

8 Discuss the principle and criteria of grouping strategics. 

9. Discuss IJrwick's Ten Principles of Organisation. 

10. Define co-ordination. Discuss techniques of, and aids to, co-ordination. 
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STUDY NOTE ; IV 
I 

ORGANISATION (CONTINUED) 

Growth of an organisation leads to an increase in responsibilities for 
its management. This makes greater demand on their limited time, and often 
makes demand for new knowkdge. or new skills which the manager himsdf 
may not posses. To reduce his burden, he introduces departmentation dis- 
cussed in Study Note 3, which facilitates horizontal growth of an organisation 
Increase in volume of business may also lead to a vertical growth of an 
organisation, and this process of vertical growth u facilited by delegation 
and decentralisation of Authority. 

Concept of Authority : According to Monney and Reiley “Authority 
is the principle at the root of organisation and so important it is that it is 
impossible to conceive of an organisation at all. unless some person or peisons 
are in a position to require action of others”. Jnspite of its importance, 
however, its meaning is not very precise In everyday life, authority has a 
number of meanings : It may mean a person who has a superior knowledge 
any skill in a particular area ; it may refer to some official such as Commis- 
sioner of Police, Vice Chanccller of a University, or Managing Director or 
a Company ; the expression “Authorised Dealer” has a still different cannota 
tion.thatofa legally constituted relationship; there is also the concept of 
the authority of a situation in which it is the circumstances, and not the 
person, which dictate a decLion. These everyday meanings of authority are 
not adequate, however, for management purposes. 

Definition of Authority : Authority in management may be defined as 
“the right to guide and direct the actions of others and to secure from them 
responses which are appropriate to the attainment of the purposes and goals 
of the organissation”. Again, authority is the cement of organisation structure, 
the thread that makes it possible, the means by which groups of activities 
may be placed under a manager and co ordination of organisational units 
may be promoted. 

Sources of Authority : There are mainly two theories : 

rl) Formal Theory and (?) Acceptance Theory. 

Formal Theory / According to this theory, the ultimate source of 
authority is principally in the institution of private property, as guaranteed by 
our Legal system and the Constitution. In a business enterprise, authority 
originates at the top and is delegated by the owner to iheir representatives 
directors, managing director, departmental managers and from there further 
on down to various silbordinates. In short, the formal theory views authority 
as the power transmitted from basic social institutions to individual managers. 
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Acceptance Theory : This theory has been advocated by Chester 
Barnard, author of *The Punctiocs of the Executive*’. According to him, 
merely having authority to give orders is insufScient, for a subordinate may 
refuse to obey. As he puts it, ‘‘if a directive communication is accepted by 
one to whom it is addre^^sed, its authority for him is confirmed. It is admitted 
as a basis of action. Disobedience of such a communication is a denial of its 
authority for him Therefore, under this definition, the decision as to whether 
an order has authority or not, lies with the person to whom it is addressed 
and does not reside in the person of authority or those who issue these 
orders ” In short, the authority of a person depends partly on its acceptance 
by the subordinates, and follows, as a corollary, from Max Weber's postulate 
that authority is a function of compliance According to this theory, it would 
mean that managers would literally be at the mercy of their subordinates for 
execution of their orders. However, Barnard absolutely noted that it was 
often possible to secure consent and co operation of Subordinates. First, they 
can and do understand the order or communication, believe it to be consiste- 
nt with the purpose of the organisation, and with their personal interest as a 
whole, and are able physically and mentally to comply with it. Secondly, 
each individual has zone of indifference” ; orders falling within this zone 
are accepted without question ; orders falling beyond this zone will clearly 
be unacceptable ; a good number of orders, however may be on the border 
line. It is for the executive to widen the zone of indifference to include 
orders falling within this category. Thirdly, refusal to obey on the part of 
one person may affect efficiency of the organisation and may will prove to be 
a threat to other members. When this happens, fellow workers will often 
bring pressure on the individual to comply. 

** Personal** Authority for Manager : It should be clear that although 
managers have authority because of their formal position in the organisation, 
it is not enough ; they should try to supplement it by “Personal*’ authority. 
According to Fayol, this personal authority flows through technical compe- 
tence, experience, moral worth, and ability to lead ; It is this combination 
which ensure acceptance of his authority by the subordinates. 

Line Authority : This is the basic type of authority in any organisation. 
It is the ultimate authority to command, to act or to decide in matters affec- 
ting other ; it is also the authority whtSi sanctions or approves actions which 
take place in the organisation ; it is the authority which channels and direct 
responses of others and requires them to conform to decisions, plans, policies 
and procedures In short, it is the heart of the relationship between an 
employee and his superior It implies not only the right to decide but also 
the right to commancl action, which distinguishes managerial actions from 
non managerial ones. 
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A primary purpose of line authority is to make the organisation work. 
It does this in a number of ways. First, it provides basic dtcisions required 
for operation an enterprise, provides initiatives force for avtions and makes 
leadership effective by establishing authentic channels of communication. 
Secondly, it serves as a means of control by setting limits to the extent of 
authority of individual members and helps to ensure that employees conform 
to the plans and t>o1icie8 of the enterprise. Thirdly, it provides points of 
reference for sanctioning or approving proposals or.actions, without which, 
persons concerned would not be certain that the activities would be effective. 
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IT 

DELEGATION CF AUTHORITY 

Delegation is the process of entrusting part of the work by a manager 
to subordinates. It is this process which gives rise to a hierarchy of levels of 
authority in tlie organisation According to Louis Allen, it is "the dynamics 
of managt ment, it is the process a manager follows in dividing the work 
assigned to him, so that he pcr(k>rD)s that part which only he because of his 
unique organisational placement, can perform effectivel), and so that he can 
get others to help him t^iih what remains”. 

Delegation is the formal mechanism by which a net work of superior- 
subordinate relation is established. Mcfarland ha^ defined it as that part 
of the organising process by which a manager makes it possible for others 
to share in the work of cair>ing out the company's purpose. According to 
him, it aho includes the process of assigning duties, responsibilities, and 
authoiity to those whom he expects to help him in doing the work (n 
short, it is the process by which authority is distributed throughout the 
organisation. 

Basic Steps in process of Delegation : The basic steps are : (I) Assign- 
ment of duties by an executive to his immediate subordinates ; 2) Granting 
of authority to them to use resources, and to take necessar> action ; (3) Crea- 
tion of responsibilit) or obligation on the part of each subordinate for satis- 
factory performance of the duties assigned ; and |^4) Retaining of actourta- 
bilit>, with himself, for performance of his subordinates. 

It should be remembered that delegation, however, is not a blank 
cheque ; it is not a permanent divesting of certain functions by a deUtator 
who retains overall responsibility for all tasks and powers otlcgcted. 

Assigning Duties : The principle reason for an executive to delegate 
authority is to reduce burden of work which otherwise he himself would 
have to perform. When an executive finds the acthities to be perfoimed as 
too many for him to perform efficiently or when be is not interested in some 
of them, or docs not possess the necessary technical knowledge and skill to 
carry them out, the logical way out is to delegate some of these activities to 
others who could perform them better or at least as efficiently as he has been 
doing. 

Granting Authority : A manager confers on a subordinate the authority 
to decide within a limited area, and to act in the best possible way. The sub- 
ordinate exercises this authority according to his understanding of the inten- 
tions of the delegator and within the frame work of such controls as the latter 
chooses to establish. •A problem for a delegating executive is to determine the 
scope of authority he wishes his subordinate to excise and to so frame his 
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communication^ tn them, as to mark out clearly for themmge of their ex* 
peered and permitted actions. 

Two rules have been suggested for executives when delegating authori- 
ty ; they are as regards clarity and amount, the delegator should ensure to 
clarify the nature of authority be is delegating to the delegatee If it is not 
so, and if there is any lack of clarity as to the scope of hi& authority, it may 
lead to confution in his mind and to conflict with other executives ; this will 
impair his efficiency and ma> slow down the work of the organisation. It is, 
however, possible to avoid this if there arc up-to-date organisation charts and 
organisation manuals for reference. 

The other rule is that authority and responsibility should be cotermi- 
nus or equal The reason is obvious ; for, if authority exceeds responsibility, 
a subordinate may be tempted to misuse it and this might create resistance 
among those who are subjected to it. On the other hand, if authority is less 
than respon^ibility, he may not be able to take appropriate actions, neither 
would he be able to compel others to co-operate with him in discharging his 
responsibility As a result, he might experience constant frustration which 
could sap his energy and destroy his desire to give loyalty to the organisation. 

Creating Responsibility : The next step is to create an obligation on 
the part of the subordinate for satisfactory performanje of the delegated 
responsibility. While delegating responsibility, an executive should make 
sure that the subordinate selected is competent enough, and will accomplish 
the work assigned 

Retaining Accountability : The process of delegation has the pecular 
feature of lea\ing the delegating executive as much authority as he had prior 
to delegating even though, seemingly, he has disposed it of by giving it out, 
variou' amounts, to his subordinates. This is also true of responsibility, 
that no matter to \^hat degree he establishes an obligation on the part of 
hif subor(’inaTe5, he still remains accountable to his superior for permance of 
t* e job which he delegated to his subordinates. In short, an executive while 
delegating, docs not abdicate hi^v responi ability, bligation rn accountability. 

Advaf :ages of Dt'Iegadon : Advantages to the Superior : As ddegaii .;ii 
i . a ' oluntaiy act on the pari of the superior, it is necessary for him to be 
convinced of its advaiuages. Delegation relieves the superior of many routi- 
ne and sii\cs his valuable time which he may accordingly devote to 

more imporiant aspects of his iob This will help him to improve the quality 
of hit deci'ions and of hi:» pciformance ; he might also be able to use a part 
of this time Lis personal development and growth and prepare himself 
for positions in the organisation 
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Advantages to Subordinates : It is a naturaUiuMaB de^re to WBitt 
for promotion after, some time. Management, however. wiU promote S 
thme who have the potential abiUties and skiUs demanded by higher pmitiona 
Delegation alone offers opportunities to subordinates to test their ctt |M>Kii8«|-.ff 

and to develop their potential aid thus quaMy tbcitselves for higbel 
positions. * 

^ to the Organisation : Organisation have a much longer 

life than those who manage them at a certain period of time. With the 
pissage of time, managers would disappear from the scene and yet. if orga. 
nisations are to continue and proper, theee must be capable men. preferably 
within organisation, to take the place of those who leave, retire or die. This 
means that younger men down the organisation laeder should be trained for 
eventual promotion, for which delegation, whicn is training on the job is an 

effective end economic method. When subordinates arc assigned, froi^ time 

to time, some of the more difficult duties of their superiors, at least some of 
them who are made of the right staff, will Uain from their training, experie- 
nee, and mistakes, and may prove their capability for higher positions, in 
this process, their occasional failure and that of others, will not be so costly 
as It would be if persons were promoted to higher jiisitions direcUy, and 
without having proved their worth through discharge of delegated responsi- 
bilities. 


Reluctance to Delegate : It has often complained that in spite of 
its advantage.s to all concerned, delegation has not been as freely adopted as 
It should be, in many business organisations. This reluctance to delegate is. 
however, not a new problem ; in fact, it is perhaps as old as history of human 
civilizaiicn 


Studies in India and in a number of other countries, suggest ; that 
cxeculivisart generally reluctant to delegate because of two main reasons • 
ti) Desire to dominate and control, and (ii) Unfair attitude to subordinates! 

Desire to Dominate and Control : Executives who are in their positi- 
ons because of ownership. and many others, have a psychological desire for 
power and control over people. They have a passion for power and enjoy 
constant interaction with subordinates. Doing tangible work is a pleasant 
activity for them, whereas spending Ume on thinking, planning and less 
tangible activities h* difficult and painful. 

Attitude towards subordinates : Delegation of authority implies a 
particular kind of rcl itionship between an ixecntive an his subordinates. 
Tliercfoic, hi, attitude to his subordinates assumes importance in the process 
of delegation. Two such attitudes which are commonly identified, are fre- 
quently resporsible f. r* the reluctance to delegate. These are : (1) Uck of 
Faith in suboiJiuafcs and (2) Fear of Subordinates. 
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Li. k ( f Faith in ability of Subordinates : 1'his appe .'rs to be a pn:- ary 
reason ^hy many executives find difficult to delegate, as thc} fee! that Uieir 
subordinates are not capable of doing the jobs which they should delegate. 
The real reason, nowever, could be that they subconsciously believe that no- 
body else can do the jobs as well as they can. 

Fear of Subordinates : An executive may be afraid that one of his 
subordinates, given the chance may outshine him. and attract more attention 
and recogaition than he himself He may also fear that if he delegates loo 
much, he may not leave enough for himself : in other wt^rds, by delegating 
too much he may work himself out of his job. 

Measures to Encourage Delegation : A chief executive, who is convin- 
ced of necessity of dt legation may adopt certain measures to encourage his 
senior executives to delegate. 

Creating Favourable Management Climate : A climate moat favourable 
to delegation is one of exp:msion and of optiini>m about the lutuie In an 
expaudiug organisation, there will be oppoituuuks for executives to rise ^lill 
higher positions. They would, therefore, have no fear of losing their jobs if 
they train some of their subordinates^ through delegation, to qualify for 
higher positions Further, a company may lay down a policy tliat an execu- 
tive, eligible for promotion, will be promoted only if he has developed one 
of his subordinates to take his place. This will also help to remove the 

feeling of fear in the minds of executives about losing their jobs because of 
successful delegation. 

Associating Executives in Selection of their Subordinates : An executive 
may be more willing to delegate if he has subordinates in whom he has con- 
fidence, What generally happens is that an executive has to get work done 
from suboroinates allotted to him, and in who^e selection he had very little 
choice ; and when a subordinate fails, he getsb'ame, bwing accountable. Such 
being the case, it i> natural for an executive to do the joos himself and not to 
delegate much If, tlieiefore, an executive k conmlud in selection of his 
subordinates, the foregoing cannot be given as an excuse for non-delegation. 

It is necessary to know : 

What to delegate 
How much to delegate and 
How to delegate successfully, 
with regard to the an of delegation. 

What to Delegate : Generally, there arc some jobs which an executive 
alone, because of hi> organisational position, can perform. These jobs include 
planning, cecision making, co-ordinating and controls, which should not be 
delegated On the other hand, there are many routine, repetitive, less Im- 
portant activities which He must delegate Activities outside these two 
groups, he may or may not delegate depending on the availibility of suitable 
subordinates. 
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How much to Delegate : As has been pointed out earlier, strictly 
speaking, authority should be equal to responsibility. However, successful 
executives have suggested that authority, in terms of resources, money and 
time to be g' anted when delegating, should be a little less than is required. 
The reason is that it is possible that a competent subordinate would take it 
up as a challenge, and accompliih the task with less authority ; this helps to 
develop potential abilities of competent subordinates. Jf however, later on, 
an executive finds that a subordinate needs more authority to accomplish 
the jobs, ihc same raa> be gianted to him at any time. 

How to Delegate Successfully : Succcsstul delegation is not only a 
technical matter ; it is also an art. An executive mu t, therefore,* think for 
himself and develop his own technique of delegation. Louis Allen has sugges* 
tfd in his book, •Management and Organisation*, the following guidelines ! 

1) Establish Goals. 2) Define Responsibility and Authority, 3) Motivate 
Subordinates, 4) Require Completed Work and 5) Establish Adequate 
Controls In these guide lines, only the fourth one requires an explanation i 
the others arc self explanatory. 

Requite Completed Work j Delegation docs not always reduce work 
load of a manager ; some times it may increase it. This may seem parodoxi- 
cal but it docs happen when a subordinate keeps on referring back with 
questions, problems, or requests for guidance or advice ; the problem then 
is how to reduce this reference back and yet get the best peiformance. One 
peimit the subordinate as much contact with hb chief as he wishes ; this may 
ensure better performance, but it is impractical because, in thb way, the 
manager may end up by doing moit of the work himself The oiher alterna- 
tive is to put the subordinate completely on his own and refuse him access 
until he has completed his job ; this will, no doubt, save the time of the 
manager, but it will also deny the subordinate advice and guidance he needs 
from his bos.> ; and this may also adversely affect quality of bis work. A 
reasonable solution is, therefore a compromise represented by the rule of 
‘Completed Work*. It means that the subordinate will be given limited 
access to his boss ; he will meet his boss periodically, to report about his 
partly finished work, how be proposes to complete it, what problems he is 
likely to face and how he proposes to tackle them. In this way, the subord- 
inate will develop his own abilities and will gradually be able to solve his 
problems without advice of his boss. 
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DECENTR ALISAI ION 

Decentralisation is an extension of delegation. Delegation refers pri- 
niarily to entrustment of responsibility and authority from one iiirtividual to 
another Decentralisation implies a systematic delegation of authoiity thro- 
ughout the whole organisation It Is however, different from dispersal of 
physical activities An organisation with its production and sales activities 
spread over a wide area need not necessarily decentralise autlioritv ; authority 
may continue to be centralised. On the other hand, an organisation with 
its physical activities in one place may resort to decentralisation 

Ctntralisation is a systematic and consistent reservation of authority 
at central point within the organisation. It denotes that a majority ol the 
decisions concerning the work are made not by those doing the work but at 
points higher up in the organisation. As Fajol put it, -Every thing thai goes 
to increase the importance of the subordinate’s role is dectntralisation : 
everything ihat goes to reduce it is centralisation ” 

Why Centralisation : Through out the nineteenth century, in business 
as well as in political and social organiiation;, an almost universal practice 
was centralisation of authority with those at the top This was justified on 
three main ground : (1) It facilitates personal leadershi s, (2 It provides for 
integration and uniformity of action, and (3j It facilitates handling of 
emergencies. 

Personal Leadership : Personal leadership can be a potent influence 
in the success of a small company and during the period of its growth. The 
success of a small and young enterprise in a competitive market depends on 
its aggressiveness . singleness of purpose and flexibility. Under a talented, 
dynamic leader who is able to assert personal command, centralisation results 
in quick decisions, and enterprising and imaginative actions A small comp- 
any with such Icadci ship shows a distinctive flair in designs of its products, 
or iu its advertising and sales management, which enables it to meet success- 
fully competition of its big rivals. 

Provides for Integraton : Most companies find that some amount of 
centralisation is necessary to unify and integrate total opeiations of the enter- 
prhe. Central direction is needed to keep all parts of the company moving- 
harmoniousiy together towards a common objective, for it decentralisation 
proceeds too far, this may be encangcred. 

Promoting Uniformity of Action : To the extent that a company desires 
all its units to do the same thing in the same way, there must be centralisa- 
tion of appropriate decisions. It is only when major decisions are made by a 
central authority, administratively higher than operating units, that there will 
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be uniformity of purpose and of control. For example buying of materia^ 
recruitment and promotion of personnel advertising in a multi unit company, 
are some of the matters whiett could well be centralised. 

Handling Emergencies : Centralisation of decision-making is hiibly 
desirable when emergency decisions afifecting all units have to be taken For 
example, inventory mi^nagement in a company may be ordinarilj decentrali- 
sed If. however, it bteomes necessary to cut or increase inventories to meet 
an irapenoing e»nergency, such a decision may be effectively taken only by lop 
management 

Why Derentralisation : Lately, average size of enterprises in many 
countries, including the United States, increa'^ed considerdbly. There arc 
now many fiant malti unit, multi, product corporations, which operate not 
only nationals but also internationally Hasing experienced many difficult- 
ies in’ the smooth running of such ceuralhed org^inisations, decentralisation 
of authority has been sugeested and largely resorted to particularly to 
achieve the following purooses : (1) Easing burden of Chief Executive, 
(2) Facil taiiiig diversification, (3 drovicing product or market emphasb, 
( 4 ) Developing managers, and (5) Improving motivation. 

Easing Burden of Chief Executive ; Centralised, personal management 
turns adminiitrative mechauism of a company into a funnel which pours the 
full weight of problems and pressmes, from all pans of the organisation, 
upon the cliiet executive and his immediate senior executives This compels 
the chief executive to attend only to day-to-day pioblems, to do firc-tighting 
all the time, and does not leave him much time to p an ahead, anticipate 
problem areas, provide necessary coordination and develop control. Decen- 
tralisation alone can reduce his burden and allow him to operate effcctivly. 

Facilitating Diversification : If a company with centralised manage- 
ment launches a programme of diversification of its product lines, it may well 
soon liiscover that capabilities of its top executives are being overtaxed and 
that they are not in a position to give adequate attention to each product, 
Product decentra li<:ai ion would make each product manager responsible for 
optimum development of his product and yet secure for him necessar) 
guidance from skills and experience of his chief executive. 

Providing Product of Market Emphasis : When a company begins to 
lose its market to competitors or when its product line fail? to keep abreast 
of innovations or customer demand, a basic rca on is frequentl> the inability 
of its highly centralised management to be as alert as it should be However, 
in a competitive market, a company mutt be able to off^;r as new a st\le, as 
high a quality, and as low a price, as its competitors, or it will fall by the 
wayside. A customer is not interested in knowing that it is not able to do so 
because of its highly centralised management and will buy from that company 
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I^^bich meets his requirements. In short, a company with a number of produ- 
cts and a diversified market, may have no alternative but to resort to product 
decentralisation to survive and prosper. 

Developing Managers : Many companies find genera] lack ot mana- 
gerial talent as a limiting factor in their growth. It is evident that a company 
cannot expand effectively beyond the" scope of the abilities of its managerial 
personnel Capable managers, however, may be developed only assigning 
management jobs to suitable persons and delegating to them authority to 
make important decisions. Those who are made of proper staff will learn 
and improve from their experience and mistakes and will qualify eventually 
for higher managerial positions. A decentralised organ/sation can offer such 
opportunities to would be managers, without involving a company in heavy 
losses through their mistakes, etc Further, in a decentralised organisation, 
managers may have comparative freedom to try out new ideas, methods or 
techniques. 

Improving Motivation : Researches at a number of American Univer- 
sities and Social Research institutions have demonstrated that decentralisa- 
tion facilitates delegation, communication and participation and thereby 
provides better motivation to managers for higher productivity. It stimulates 
formation of small cohesive groups, as local managers are usually given a 
large degree of authority and local autonomy ; this enables them to weild 
their people into closely knit integrated groups These managers also disco- 
ver that effective leadership of such groups demands a high degree of partic- 
ipation, constant effort to communicate, and continued interest in welfare of 
members of these groups. By forcing a manager to work more closely with 
bis subordinates, dcceniralisation enhances his ability to appraise their perf- 
ormance. 10 counsel and coach them. This, in itself, is a potent source of 
motivation. 

Degree of Decentralisation : As a rule, it is only a large-scale organ- 
isation, especially a multi product or a multi-unit organisation, which has the 
choice to decentralise or not ; and here again, the choice is in the degree of 
decentralisation, and not of camplete decentralisation, because the latter 
might well lead to disintegration of the parent organisation, h is therefore, 
generally accepted that for success of a decentralised organisation, it ia 
absolutely essential to have a small centralized headquarters which will act 
as the nerve centre of the enterprise As their authority is aw&y from oper- 
ating units, it is best placed to make decisions which will apply to all units ; 
for it then will have right perspective, balance, and objectivit), so necessary 
to determine the best course of action for all the units It will make overall 
decisions in the matter of (1) Planning (2) Co ordinating (3) Motivating and 
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(4) Control All these decisions will be communicated to all the units which 
may be permitted suitible latitude for varying actions in implementing these 
decisions. The central authority will, however, oversee that all unit manage- 
re move in the same direction and their activitics.are coordinated to secure 
optimum total performance. 

Federal Deqen^ralisation : Some large American Corporations like 
Genen 1 Motors . General Electric and others having multi product, multi- 
territorial a manufacturing and selling operations, have successfully achieved 
decentralisation of authority through the technique of Federal Decentrali- 
sation.” Under this arrangement, the entire organisation Is devSded into 
semiautonomous product divisions ; each such division operates more or 
less as an autonomous unit, and a divisional manager has wide powers to 
make decisions regarding purchase, manufacture, sale and other functions. 
And yet, top management, with help of experts in different funotional areas, 
exercises effective overall control. This scheme viz : on the Basis of decent- 
ralised auihority and Centralised Control, become after World War II, 
organisation mode] worldwide, speciall) for larger organisations. The 
following description, by Fcter Drucker, gives a clear picture of how this 
form of decentralisation operates : 

“As General Motor’s Division A. C. Spark Plug, for instance, is all 
but a complete business in itself ; It may sell a large part of it^ products 
direct to customers for replacement and to other automobile companies 
which arc competitors of General Motors* It purchases its raw materials, 
does its own engineering, designs its own manufacturing processes and so 
forth. Because of the special nature of its products, it may not even make 
use of the Corporation’s Central Research facilities. What is used is services : 
product testing coDiUmer research, legal advice, which many entirely 
independent companies any how buy from outsiders Further, it does not 
conduct its negotiations with the unions, they are settled by the central 
oranisatlon The only important function which and iucependent busisess 
has to dis charge and which A. C Spark Plug does not, is the function of 
raising of capital. The General Motors provides it with funds and exercises 
control through demanding a delGiDite Rate of Return on funds so invested”. 

It may be helpful to summarise the following salient points of distinc- 
tion between delegation and decentralisation : 

(1) Delegation creates superior - subordinate relationship between an 
executive and his subordinate managers, where as decentralisation 
leads to diffusion of decision making authority throughout multiple 
layers of an organisation. 

(2) Delegation isia technical, routine, administrative activity involving 
only managers and their subordinates, while decentralisaiion is a 
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deliberate and conscious of top management to manage expansion 
under competitive conditiona and environmental pressures and 
challenges. 

(3) Delegation of authority can take place without decentralisation, but 
there can be no decentralisation without delegation. 

(4) In case of delegation, the delegator continues to have some directive 
responsibility towards his subordinates ; but in a decentralised orga- 
nisation. cirection is to a large extent substituted by general and 
overall control by top management 

(5) One purpose of delegation is to relieve execessive burden of senior 
managers, but decentralisation embodies a new philosophy of hel^g 
tunior managers to develop and to grow. 
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LINE, STAFE AND FUNCTIONAL AUTHORITIES 

Nmeteenth century bu* iness enterprises were by and large, line organi- 
tations, in the sense that all managers in the organisation, from general 
manager down to the shop floor superviseis. had line authority. Theie was 
direct line, a direct chain of coromanj, f.om one superior to hi» subordinate 
all the way down the line ; it meant that each superior had authority to give 
orders to and to demand obedunce from his subordinates, and this was the 
kind of authority which was found in military organisations. 

Evolution of Staff Specialists : Growth in size of business as well as 
developments in technical field, viz of production, marketing, texation, labour 
etc. brought in complex problems. Top management did not always have 
time or technical competence to tackle such problems ; they began to feel the 
need for experts who could give him reliable advice and guidance in these 
areas. Ibis is he w staff specialists, such as a tax expert, market research 
expert, a maintenance engineer, an industrial engineer, a secretary, a financial 
accountant, a cost accountant, a labour oflScer etc , come to be appointed in 
course of time. 

Nature of Authority of Staff Specialists . Line authority is all perva- 
sive ; it has control over all activities and all persons working under it. A 
staff specialist, however, is appointed to advise and help a line executive on a 

specific subjvCt to enable him to improve quality of his decision and action. 

1 he scope of his authority is, therefore, nairow, that it limited to his field of 
spccialisaiiou Secondly, the line executive has the ri^ht to command, while 
the specialist has no such right, this meitbs ihat the line executive has the 
right to accept, modify or even reject the advice of the suff specialist and 
the latter cannot insist on accepunce and implementation ol his advice by 
the hoe executive. One reason is that the line executive alone is reponsible 
to his superior for performance in his area ; if he fails, he cannot plead that 
he implemented t' e advice of the specialist and so the specialist and not he 
should be held resonsible. In short, it is the line authority which is respon- 
sible for total performance, and it has, therefore, the ultimate authority to 
decide and to act. 

Functional Authority : Business organisations grow in course of time 
both vertically as well as horizontally. The line organisation with its long 
chain of command represents vertical growth. At some stage in this growth 
need for horizontal growth begins to be felt ThU is brought about by func- 
tional departments such as finance, purchase, pcrsocncl and research and 
development. A person in charge of each of these depratments is an acknow- 
ledged expert in his area because of experience and qualifications. There 
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is, hovjver. a difT^rs^ac^ in ths nature of hi authority and that of the staff 
specialist. The latter has no right whatsoever to commaad others, whereas 
the former has a limited right to command. For example, a labour offiwcr, 
who is given the authority of a specialist, can only make recommendations 
such as selection, promotion, or dismissal of cmoloyce^ ; on the other hand, 
a personnel manager, with functional authority, can formulate personnel 
poitetei regarding selection, training, promotion, dismissal etc for considera- 
tion of top line authority ; if he accepts these policies, then the personnel 
manager gets the right to ask other deparlm*m(al minig^rs to accept and 
implement those policies. Benefit of the expertise ef functional managers is 
thus mide available to other managers and, through them, to the whole 
organisation 

Specialists provide Service : In addition to givini expert advice to the 
liie executive to whom they are attached, some specialists may prov'de 
expert services to all managers. For example, a personnel manager provider 
se'vice as regards selection and training to all managers ; O and M expert 
pro ides service in the muter of efficient procedures for all ; a credit mma- 
ger provides service to the sales manager in granting credic to customers 
and so on. 

Specialists may Exercise Control i In addition to offering expert 
advice and providing services, specialists are occasionally called up)n to exer- 
cise control on behalf of top management. With extensive labour legisiations 
and complicated union agreements, requiring uniform interpretation etc , a 
chief executive may authorise his personnel manager to handle all these 
matters ; a quility control manager in a pharmaceutical, or a aircraft manu- 
facturing company, may be authorized .to accept or reject a pirttcuUr batch 
of a product ; central purchase department of a multi-unit organi»ation may 
be empowered to control the nature and operations of this function. 

Conflicts between Line and Staff . A problem for top management of a 
large organisation which employs staff and functional specialists, is that of 
frequent conflicts between line executives on the one hand and ^pecialists on 
the other. It must, however, be pointed out that conflicts are inevitable, aid 
are not necessarily undesirable ; in fact, they are often cece<;sary. In this 
respect, conflicts in human organisation may be compared to friction in the 
physical world As is well-known, friction is inevitable in movement, though 
too much of it will slow down movement. Similarly, differences of opinion 
and conflicts In organisation are necessary for emergence of better ideas, for 
overall progress. It is, therefore, imperative that top management ensures 
that such conflicts are put/to'constiructive uses and not allowed to harm the 
organisation. To be able to do so. It must know why such conflicts arise ; 
Social scientists have diagnosed a number of causes of these conflicts. 
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Causes of Conflicts between Line and Stqff : 

(1) When ao activity which was previously under control of a line executive 
is separated and entrusted to a specialist, the immediate reaction of 
the line executive who has suffered a loss of his empire, is one of resent 
ment 

(2) Line executives generally regard qualified specialists as highly academic 
but impractical peisons. 

(3) They also tend to regard specialbts’ advice as interference in what they 
regard as their own spheres of activity. 

(4) Line executives also resent specialists because the latter claim credit 

for success but put reiponsibility for failure of their ideas on line 
executives. i 

(5) Specialists, on the other hand, look up<m line executives as persons 
with ‘their noses to the grinding wheel', alid not open to new ideas. 

(6) They aUo complain that line executives avoid them as far as possible, 
and approach them when it is too late ; that is, they are used only for 
“fire-fighiiog” and their expertise is not fully made use of. 

Measures to Minimise Conflicts / To-day, the problem of conflicts is 
perhaps not so serious as it was in the past, because of various developments. 
First, many line managers themselves are academically qualified and are able to 
appreciate the value of expertise ; they also appriciate need for expert advise 
as they have to attend to their own varied and complicated problems, norcan 
they be experts in all areas of their responsibility. On the other hand, spe- 
oialists also realise that success of even the best advice depends on many ex- 
ternal factors about which line executives alone are the best judges ; further 
sutxss of their advice also dependends on the skill of line executives in imple- 
memting that advice. In spite of al> this, it is quite likely that, human nature 
being what it is, there will be occasions of conflicu between the two. Top 
managements, therefore, must take timely measures to ensures that such 
conflict are resolved constructively, to make both to appreciate each others* 
points of vtew, problems and difSculties, smd to work together for goals of 
the organisation as a whole. Some of the more important of these measures 
are indicated as follows : 

1) Periodic Meetings / Top management should set up committees of 
such line and staff executives whose activities are inter related, with 
possibilities of differences of opinon and of conflict ; for example, a 
committee of production manager, quality control manager, sales 
manager, finance manager and research and development manager nuty 
be set up ;,and there must be a rule that such a committee will meet 
regularly and settle all outstanding differences by unanimous decisions. 
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2) Potation of executives : Whenever poasible^ a specialist like the quality 
coatrcl manager, or the R. and D. manager may be placed in the posi- 
tion of the production manager. This will enable them to understand 
and appreciate the other man’s view point and so develop an attitude 
uoderstandtog and cooperation 

3) Use of Matrix Structures : A matrix structure consists of representa- 
tives of various specialists that are relevant to tackle a complex 
problem. When such a structure is bt% up for a particular problem, it 
Is a temporary one and is called a Project Team ; when it i^ set up 
permanently, it is called a Matrix Structure, Such structures were 
fiist used on a large scale in the American defense proj cts which had 
complex coordination requirements, and they proved successful. 

A project team is problem oriented in that it is created to solve a 
specific issue. Generally, the problem is a complex one and no one individual 
is available with the variety of expertise required ; there is a project director 
and he is given help of the required specialbts from within the organisation ; 
the team works together and when the problem is solved, the experts go back 
to their respective departments. 

A Matrix Organisation brings together a number of functional specia- 
lists outside tht formal organi&aiioa structure, to solve a specific, complex 
problem. In a project team or in a Matrix, away from normal organisational 
controls, specialists gradually get over their narrow functional or departme- 
ntal loyalties, interact freely, and make their contributions to achieve the best 
results. When the problem is over and they go back to their ogiginal depa- 
rtments. they are likely to bring with them a cooperative attitude and this 
goes a long way in minimising conflicts in future. 

4) Use of the Linking Pin Concept : Another techDiqoe to get over line 
and staff conflicta is to set up the organisation structure on the basis 
of the Linking Pin Concept developed by Rensis Likert. In such an 
organisation, over lapping groups are formed with some individuals 
who are members of two or more separate groups and who served as 
linking pins between two or more levels. 

In such a group, there Is collective dedsion making ; this encourages 
participation and interaction amonf individual members. Opportunity for 
sharing information, argoblg one’s own position, and genuinely becoming 
part of the organisational froccsses are provided at each hierarchical level, 
and as a result^ there is liltlMOope for narrow conflicts. 
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(7) Opportunity for Development of Junior Executives : Committee meetingt 
provide an excellent opportonity for personal development of Junior 
Executives If they are invited to attend these meetings. They can get 
an insight into the pioblenn facing their seniors, and how they arrive 
at decisions on various problems before them ; in this way> they come 
to knew about probKms of the organisation, some presumably beyond 
the scope of their present responsibilities, and can learn how to tackle 
such problems. 

(8 Morale booster i Every executive needs to be in frequenct contact 
with his subordinate executive and periodic meetings of a committee 
of such executives, are a meful way of keeping their contact more alive 
than pressing needs of day to day work would otherwise permit. 
Such 'meetings help to develop a sense of participation and of commit- 
ment to the programmes and activities decided in these meetings and 
thereby boost their morale. 

Limitations of Advisory Committees : As against the foregoing. 
Advisory Committees have also been criticised for its limitations ; the more 
serious of these criticirms are : 

(1) Avoiding Responsibility for Decisions : It has been often complained 
that when a chief executive is faced with the problem of taking an 
unpleasant or unpopular decision,^ he usually appoints a committee to 
avoid responsibility for taking such a decision. 

(2 A Compromise Decision ; When there is a controversial problem and 
there are sharp differences in the outlook and attitude of members, the 
decision reached is likely to be a compromise based on the lowest 
common factor and not necessarily the best decision in the larger 
interest of the organisation. 

(3; Waste of valuable Time : Another criticism is that membership of a 
number of committees means watte of very valuable time of executives. 
Time is a highly valuable resource, a manager because once it is 
lost, unlike other resources, it is lost for ever. Attendance at a comm- 
ittee meeting, preparing for it and keeping track of implementation 
or its recommendations etc consume valuable time of executives, some 
of which they could better utilize In performing their own jobs. 

It is Expensive : Committee meetings involve clerical and stationery 
expenses which might to run into substantial amounts. Further, if 
some members have to travel to the place of the meeting, theii travell- 
ing and hotel expenses would and substantially to the cost ; and, time 
spent by executives in attendieg meetings have considerable cash value. 
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Making ^ffleetite Use of Committees : /tt must be'cahceded however 
that despite critidinMib^ ODimnittees : as an organisrtion a device, are 
very popular and very frequently used. An executive, therefore, must 
know how to get the advantages of the Clommittee System and, at the 
same time, to avoid its pitfalls. Some suggestions have been offered 
as guide lines for effective use of this device ; 

Cl) Clear Terms of Reference x At the time of appointing a committee 
cait should be taken to make its terms of reference clear and precise^ 
and to set a time limit for submitting its recommendations. 

(2) Proper Size: It is a matter of com non experience that when there 
are too many members in a committee, it is difficult to fit date, time 
and place for meeting, suitable for all members. Further, much time is 
likely to be lost in preliminaries, aside chats, and irrelevant discussions ; 
it is, therefore, important to restrict the size to a reasonably saudf 
number. 

(3) Careful Selection of Members : Care should be taken to see that 
members to be selected have relevant back'gtqmnd, experience and 
expertise, can see all aspects of the problem, and are interesited in the 
best solution. 

(4) Right Chairman : A Chairman plays a very important role ; he can 
make a success of a meeting or make a mess of it He must, therefore^ 
be a person who can inspirt confidence, secure contributions of all 
members, including nomvoca! members, and prevent highly vocal 
members from monopolizing tbe discussion. 

( 5 ) Proper Procedure for Conduct of Meetings : The Chairman should 
ensure that notice of the meeting with its agenda, is sent to all members 
sufficiently in advance, to enable them to prepare themselves in order 
to make their contributions. The meeting should be conducted in a 
business like manner, taking each item for discussion according to the 
agenda. The Chairman should sum up the discussion and state clearly 
the decisions arrived at on the items. He should also prepare and 
send the minutes of the meeting to all members, as soon as possible 
after the meeting. 

(6) Follow-up Action : The Chairman should promptly submit the recom- 
mendations and decisions of the committee to the appointing authority 
When the action is taken on its recommendations, the Chairmin 
should communicate It to all members. 

Under a good Chairman, and with well-defined terms of reference, stn 
advisory committee can indeed be a valuable instrument for consulta- 
tion, communication and iX)OfdinatioD, and for assisting a chief 
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executive in arriving at sound decisions. In short, its value lies in 
simultaneous contributions befng made by varions members, in a 
closer co-ordination effected through personal contacts and praticipa- 
tion. 

Organisational Vitality. 

Organisational vitality or creativity depends on many factors but, if one 
had to be singled out for its exclusive importance, it would be managerial 
cxecllence ; this has two main *components ; guarding against obsolescence 
and planning to innovate. 

With a continual shift in business perspectives, the opening of new 
frontiers of new knowledge and better techniquas, and increasing demands of 
society in time with expanding horizons, managers will be continually in the 
danger of being obsolete ; this has to be consciously guarded against. Absor- 
ption of new knowledge, theory, concepts and techniques, on a continuing 
basis and the ability to use these in practical situations, are the only insurance 
against obsolescence. 

The other factor, so essential for entrepreneurs, baders*and eflective 
managers, is innovation, which has two broad aspects e g, 

(a) Adaptation to change and conditions, 

(b) Creation of new conditions aud Initiating changes. 

Paradoxically, many concepts, methods and techniques of management, 
run counter to the spirit of change and organisational vitality. A com- 
mon feature of these approaches is their emphasis on “how not to make 
mistakes’* ; yet mistake is a function of risk-taking and vitality. 

With changing frentiets. innovation looks beyond the horizon senses 
the whiff of wind or perceives the speck of light, then seizes, also creates, 
opportunities and turns them into a viable, profitable, tangible reality. Innova- 
tion has been given a pride of place in competitive management success, by 
Prof Schumpeter, who equates it as the source of differential profit of com- 
peting enterprises. 
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STUDY NOTE : 4 


SELF-EXAMINATION QUESTIONS 
f Answers to these Questions are NOT to be submitted ) 

1. Explain clearly , the process of delegation and discuss its advantages. 
What are its pitfalls ? 

2. Why are executives generally reluctant to delegate ? Explain critically, 
with special reference to Indian executives. 

How can executives be encuraged to delegate ? 

3. Distinguish between Delegation and decentralisation. 

Explain when and why decentralisation becomes necessary. 

4. “The question is not whether to decentralise or not to decentralise : it is 
a question of to what extent to decentralise”. L iscuss fully. 

5. Distinguish between the line, the staff and the functional authhrity. 
Account for frequent conflicts between line executives and staff specialists 
How can the top management minimise these conflicts 7 

6. Why is the Advisory Committee system popular with the management of 
business organisations 7 Point out its disadvantages and suggest measures 
to get over these disadvantages. 

7. Managements are often puzaled as to what should be delegated. Tender 
your reasoned advice in this regard. 

8. Write a critically essay on organisational vitality. 

9. Write a critical note on Federal Decentralisation. 
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STUDY NOTE : 5 
I 

STAFFING 

general 

Having designed and developed a suitable organisation structure, the 
next function of the management is stafBng. It involves suitably manning 
the orgrtnisation through proper selection, appraisal and development of 
personnel to fill managerial positions designed. 

It has often been said that more important than machines and money, 
is the right kind of mnnagers in making a company successful. As William 
B. Given, a successful American Chief Executive put it, “The future of any 
business depends more on the people in it than on any other single element 
in it”. A business cannot grow and proper over a period unless it is capable 
bringing in and developing the right kind of managerial personnel. 

1 

Manpower Planning i To perform his staffing function satisfactoiilv : 
a Chief Executive must develop an executive manpower planning programme. 
'I'hc first step is the organisational planning of managerial needs, that is deter- 
mination of needs, both in number and in kind. The second step is to take 
inventory of present talent in order to assess the status of available manage- 
rial personnel and to discover undeveloped talent, if any, within the or gani c 
ation. The third step is to formulate a programme for recruitment, selections 
and development 

Determining kind of Manager / Executives Needed : In determining 
this need, a chief executive will be guided by the organisation structure, pre- 
ferably by the ideal organisation structure. A study will show the overall 
number of managerial positions to be filled in ; this will depend upon size 
and complexity of the entei prise, nature of its activities, areas of ite operati- 
ons, basis ol.dcpartmcntation. degree of decentralisation, plans for expansion 
and many other factors 

If the organisation already has a detailed organisation chart and/or an 
organisation manual, it will point only about number of executives needed to 
staff the positions, but also the kind of person specifically needed to fijl each 
of these positions. This latter duty can be effectively performed only with 
the help of job description ; a typical job description sets forth, in great 
detail, duties, authority relationship, contributions expected of the individual 
holding the job etc. The contents and requirements of a job provide an 
objective guide to management in selecting the most suitable person for a 
paiticular job. 
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Joh Specifications : A job specification states the requirements of a job 
that is, the demands that a job makes on a job holder, It is also necessary to 
know the qualifications which a piospcctivejob bolder must possess inorvierto 
satisfy the icquirements of the job. These arc called job specifications ; 
there are two main job spcclficdtions, namely, about experience, ard about 
personal characteristics Of the two, it is relatively simple to draw specifica* 
tions about experience by analyzing duties to be performed and then establi- 
shing length of experience neces'-ary It is far more d fficult to outline 
personal characteristics ncccs*^ ary for efficient peiformance of the job. Oite 
school of psychologists hassuggisted the following charade i^^ics for selection 
of persons fur junior managerial positions : (1) Inlelligencc, (2) Analytics* 
Ability, '3) Initiative, (4> Skill in Communication, (5) Ur^^e to Manage and 
Accept Responsibility, <6) A Sense of Moral Values, and Soundness of 
Jtn’gCTncnt. The^c ore hriefl} as follows: 

Intelligences There is no doubt that above average intelligence is 
essential for successful perfoimancc of a n anagerial ^ b. Intelligence, as 
appl er to business, uieans, according to Chester Barnard, to understand 
foimal aspects of a complex organisation; to analyze formal ida’ionships 
between organisations ; to deal appropriately with the coinhination of techno- 
logical, econoriJic, financial, social, and legal elements ; and to explain them 

to others so manifestly and in such logical reasoning and atiahsii., that the 
point requires no argument. 

Analytical Ability : A manager must be able to approach problems 
logicalh. His thoughts muJ^t work in a methodical t.tanner. and he must be 
able to think cltarlv through complicated prob:cms ; he mu t be able to break 
a probh'm in to its parts, and identify and interpret their relevance and 
meaning. 

Initiative : Initiative means that the person is a self starter that he 
recognizes need for, and will take, prompt action 

Communication Skills : A manager has ccnftantly to communicate, 
orally and in wTiting, his instructions, ideas, suggestions, to his subordinates. 
He. must, therefore, be able to speak and write clearly and forcefully in order 
lo influence favourably their ideas, opinious and actions. Another aspect of 
communication skill which has been only recently recognised is Empathetic 
Listening. 

Urge to Manage : While everybody has a desire to manage because 
of the material rewards that a manager’s job brings, not evt rybody has the 
urge to manage. It requires willingness to accept challenges, and to lake 
responsibility for the performance of his subordinates. It is only them that 
he will be accepted by his subordinates as their superior. 
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Senst of Moral Values : A manager’s actions has impact on fib 
8ub-ordinate8» colleagues, and outsiders with whom he comes in contact in 
course of his work Unless he has strong convictions as to moral values, he 
cannot expect others to act that way. 

Sound Judgement : ft is it ue that a person with high intcUigence and 
some practical experience, is likely to have sound judgement. The emphasis 
is, however, on ‘‘practical'”, on what will work from a business point of view. 
A person may be highly inteligent and analytical yet his inferences may be 
impractical, as far as they relate to other functions of the enterprise, or to 
economic and commercial considerations. 

Critics of this school point out that through the foregoing qualities are 
highly important for a manager In decision making, these cannot be precisely 
measured. Another criticism is that very little can be done to train mana- 
gers in cultivating or developing these qualities. They have, therefore, put 
forward a list of such qualities necessary to enable a manager to do his job, 
namely, to get things done through and with people, and qualities which can 
be developed with a conscious and serious cATort on the part of individual, 
and through systematic training. These qualities are briefly described here. 

Friendliness and Trust : A subordinate likes to feci that his superior 
knows him and value him as an individual ; he also wants to be sure of 
sincerity and integrity of his bois. This means easy access to his boss, and 
an assurance of reliable guidance when needed, in short, a superior who 
develops a sense of friendliness and of trust in his subordinates, will be able 
to gain their loyalty and enthusiasm in the performance of their jobs 

Support to Subordinates i Subordinates need positive support from 
time to time in the performance of their jobs ; they need i upport when they 
have difficulties, or when there nre pressures from higher management ; a 
subordinate also needs protection when he has made a genuine mistake 
causing considerable loss to the company ; a subordinate also needs support 
and hel in bis personal problems. A manager who extends such support time 
to time, will be able to encourage subordinates to improve performance. 

Positive Approach : Superiors generally tend to take good points of 
a subordinate for granted and blame him for his shortcomings or weaknesses. 
Instead, if a manager praises a subordinate for his good points of commen- 
dable actions, and helps him to overcome hb weaknesse, she b likely to evoke 
a more favourable response from hk subordinates. 

Recognition of Individual Differences : As Individuals differ in their 
temperament and attitude, it is important to recognise thtsa dlBerences and 
deal withjhem accordingly. A worker who is highly efficient may be some- 
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wbat rough in his general behaviour^ while an extremely polite worker may 
be ineflScient. These differences should be recognised and a manager should 
modify his treatment to suit each individual. 

Consistency and Fairness / It is well-known that what upsets a subor- 
dinate is not so much his superior’s strictness as his inconsistency in treat- 
ment This prevents him from predicting the behaviour of the superior and 
this may affect his performance. Similarly^ subordinates resent unfairness in 
treatment, undue favours to some, and denial of •legitimate rewards to 
others. A manager who is consistent and fair with his subordinates, will be 
able to secure their cooperation and loyalty. 

Removal of Minor Grievances: If minor grievances of svbordinatea 
are neglected and allowed to accumulate, they will feel frustrated and lose 
interest in their work and this will adversely affect their performance. 

Opportunity for Participation : A manager who invites his subordina- 
tes in developing alternatives solutions to a problem and asks for their 
suggestions in implementing final course of action, will develop a sense of 
involvement in them ; as a result, they will be enthusiastic in achieving the 
goals. 
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THEORY OF MANAGERIAL SKILLS 

According to Robert Katz, Managers require thrtt basic skiRs to 
accomplish results. These are: (1) Technical Skill, (2) Human Skill, and 
(3) Conceptual Skill 

This approach emphasises that good managers arc not necessarily 
born ; they may be developed. 

Technical Skill : This consists in technical knowledge and practical 
proficiency in performance of those activitls which a manager supervises. 
Obviously, this skill is necessary in a greater measure for a shop- floor super- 
visor or a first-line manager it is a mstter of every day experience that a 
supervisor who has better technical knowledge and greater proficiency, is 
able to command greater respect and obedience from his subordinates. 

Human Skill : At the middle management level departmental heads 
supervise persons with a variety of technical skills It is, however., neither 
possible for them to be masteis of all these skills, nor is it necessary, for their 
success ; what they require more is human skill 

Human skill means the ab lity to inter act effectively uith people in 
order to develop them into effective work-groups. Their success, therefore, 
depend greitlv on the degree of cooperation they are able to secure from 
them ; this requires an ability to understand clearly the attitude of one’s own 
towards others and the reaction it causes in their attitude and behaviour at 
work. He can then modify his attitude, if oecessaiy, to secure desirable res- 
ponses from them. 

Conceptual Skill : Executives at the top in all organisations are 
responsible not only for success in the present but also in the long run. For 
this, they need conceptual skill in great depth Conceptual skill means ability 
to think about the organisation as a whole, to speculate about future trends 
in the external enviornment and their impact on one’s organisi^tion. on its 
market, and in the light of all this, take momentous decisions which w'ould 
enable the organisation to improve its position In short, it means ability 
to deal With abstract ideas, to imagine di)tant po^bibilities, on the basis of 
intelligent speculations, and initiate action with confidence. It is only men 
with high conceptual skill who achieve notable successes in business and 
industry. 

A merii of the Skill Theory is that it implies that training programmes 
may be formulated to develop these skills. Many companies in this country 
have been senJing their managers and supervisors to such training program- 
mes e g. b\ Training Within Industry Centre of the Government of India, and 
by National Productivity Council and Regional Productivity Councils Indian 
Institutes of Management, All India Management Associations, and 


( 126 ) 


I/P.P M V 



Administrative Staff College of Hyderabad have been organising three tier 
training programmes for top executives. Middle- level managers and Supervisors 
for many years now. 

Determining Number of Executives! Managers Needed : Having deter- 
mined the kind of managerial personnel required for one's own organisation 
with the help of job spccihcatioos and personal characteristics and skills, 
iht next step is to determine how many will be needed and at what time. 
If the personnel manager is to estimate quantitative requirements of mana- 
gerial personnel, he should be made a member of top management team 
enrru.sted with the task of preparing the company's overall plan for the next 
year, and tor next five to ten years. He will then be in a position to kn'>w, 
in advance, sales and production plans, major organisational changes in objec- 
tives and policies, and also possible changes in such environ inental factors as 
government legislation, social climate etc. He will than be in a better position 
to estimate manager idl requirements on a forward basis. ^ 

The next step is to ascertain the number and the kind of managerial 
personnel available at present within the organisation, this is known as taking 
Executive Inventory. This is not simply counting heads : but it also includes 
list.n^. of present and potential abdities and aptitudes. T.iis will include 
till pc.'^j'jiis occup>irjg managerial positions at present, and al^iO those opera- 
ijo.j who have been recoinmenucd by their superiors as having manarciiiU 
potential 

After making a coinpiere list, detailed information about each indivi- 
dual should be gathered from per^^onnei records; it shouid then be supple 
irented and made up to- date by interviewing each. The will help to uncover 
unknown abilities or motives, and will reveal possible advancement potentu). 

The final step in making tae inventory involves an appriasal of perso- 
nnel on the list. It may vhow that some of the iddiviJuah are qualified for 
iheir present positions but have no potential for further advanc^'ment ; others 
car advance with adailional training, while some can advancr e./L'n now if 
suiTable openings were available. 

Loss of Managerial Personnel : It is a matter of common experience 
that all pfcbcni managers will not necessarily be available in future. ThL is 
dtie to resignation, dismissal, retirement, physical disabilities, decease or 
bUbitaniird perform ince. In order to eitimate actual number of manarerial 
personnel which will be repaired ia future, it is also, therefore necw^ssary to 
make an attempt to quantify rate of loss of managerial personnel due to 
factors such as the above. 

Rate of Loss : Retirement is the moat common type of anticipated 
separation, add top management should be aware of the paoblem of retire- 
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ment, as the retirement age is generally fixed. One method of making it quite 
visible is to prepare a Retirement Profile ; it depicts retirement times of all 
managerial personnel and top management thus gets auflBcient lead time to 
select and properly prepare a suitable replacement. 

Similarly^ losses of managerial personnel due to physical disabilities of 
substandard performance may be predicted with the help of past records and 
present indications. 

Determination of loss due to other factors Is tricky. One possible 
approach is to try to establish an annual average rate of loss, by department 
or divbion. Personnel records for a considerable period may be examined to 
find out data on losses due to regination» discharge, retirement and death. 
From all these, predictable losses, as known, may be substracted and the 
remaining separations may be used in determining an annual rate of loss. 
Thus, it is possible to estimate the rate of loss of executive personnel due to 
known and unknown factorst and this will give the number of persons who 
will have to be selected and developed to fill in the positions as and when 
these fall vacant. 
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Ill 

RECRUITMENT 

Having determined the number of managerial personnel needed, as 
well as the qualities and skills for various positions, the next problem is to 
attract a reasonably large number of applications for each positions so as to 
have a choice in selection Thii phase is known as recruitment, and sources 
of recruitment for junior managerial personnel may be divided into two 
categories : (li Internal and ,2 External. 

Internal Source : 1 he policy may be cither to promote from within or to 
allow exiiployccs alrt^ady working ui the ciganisation toct*rapete with ouNiders, 
the final selection dependmg on incsr sucess in selection tests. A number of 
advantages have bc^en claimed in favour of this procecure : it encourages 
employees to put in greater clfort, and to acquire additional qualifications to 
meet the requirements of the job ; it raises the general level of morale of 
employees, and leads to better labour management relations. There is, how- 
ever, a limitation : promotion from wnhin prevents entry of fresh people who 
may well have better ideas, qualifijations and/or experience 

External Sourees . Ihese include Advertisement, Private Employment 
Agencies and Professional and icchaicai Institutes. 

Advertisement in j^rws Fnpprs : At present, thi's is a widely used 
method for rtcruiuijciu of ad catar-^rifs of perf»onr»^*l, inrliiHffnp innior exr^cu- 
live it has the advantage of giving wide pnhlinity and tberehv inducing a 
idige numbei or persons lo appiy tor the advertikeo post ; thi« give*! a good 
choice lor selection 11 the acivertiseinerit is ciear and to ♦he point, only those 
who possess requisite quahiicaiiuns appW ; this will save time to be spent 
in pjocetsing ano short-ii^tmg applications. 

Advertise merits lor miodle and higher management nositiopc are often 
given in journals Oi Profcssicnal Institutes which have nation-wide circulation. 
They are likely to be read by those for whom they arc meant, which is not the 
case with advcrtiscmeai.- in news papers. 

Private Employment Agencies *. Thc^'e have come up recently and are 
used mainly for top nianagement positions which require iimg and successful 
business experience. Persons wdh such experience and holding sirndar posi- 
tions are not likely to respone to news paper advertisements, for they reouire 
that their identity should be kept confidential till final selecdon. Employment 
Agencies contact such persons individually, carry out necessary investigations, 
and recommend two or inrec names. This saves a lot of botheration and time 
involved in the length) process of recuitment and selection. 

Professional and Technical institutes : Personnel managers of large 
und well-known companies have been increasingly using this source They 
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inform from these institutes of the vacancies, with full particulars about quali- 
fications and expeiience, and request them to give required publicity. Later, 
their rep^e^eIuatives visit the institufe.s and interview a number of applicants ; 
they may then prepare a short list and invite such candidates for a final inter- 
view before a board at the Compan>*s office. 

An advantage of (his method is that a company gets a wide choice, and 
more reliable information about the candidates ; in addition, it is relatively 
cheaper, only the company representatives visit the campuses and only a 
small number of candidates is called for a final interview at the Head Office 
ot the company. 

Selection Frocess : The next step is to scrutinize all applications with 
a view lo screeuing out those who do not fulfil minimum requirements pres- 
caihed and reduce the number of applicants to be called for selection inter 
views, to a reasonable figure. 

Psychological tests like intelligeisce, vocational or aptitude tests, which 
are used for skction of operatives or workers, have their uses but have not 
bccT\ found to be wholly suitable for selection of junior executives, as such, 
candidates aie generally graduates and post graduates with high academic 
merits but not with much practical experience. A technique widely used for 
their selection, is through interview by a Committee. 

Interview by a Committee : This Committee consists of departmental 
heads and an expert from personnel depaitment The members are supplied 
with job specifications and they also agree upon the qualities and skills nece- 
ssary for satisiactoiy performance ol the job. These have been discussed 
earlier in this Study Note. 

Conduct of the Interview : The committee members study the appli- 
cation of each candidate and Summarise all information about him including 
hi'» fan.ii) bacKgrouud, academic achievements, extra curricular activities, 
interests etc This makes it easy for them to decide as to what additional 
qualities or abilities they are looking for, and which they would like to find 
out at the interview. 

The members then agree on the headings under which candidates arc to 
be evaluated, and the kinds of grades to be awarded. Senior executives, who 
have considerable experience of conducting selection interviews, have the 
ability to eMabhsh rapport with candidates and discern a lot about their 
qualities and abilities Immediately after all candidates have been interviewed, 
the members compare their grades and make their final decision. Generally, 
two or three names arc listed in order of merit for each post for, if for some 
reason, the first candidates is not able to join, the next one could be invited 
without loss of time. 
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The kird of interview commonly suitable for this selection is Patterned 
Interview, which is a combination of direct and indirect questioning of candi- 
dates. In it, what is to be asked is already structured ; the interviewer has 
his clues and guide-lines to areas which should be probed deeply, and he aho 
encourages the candidate to express his ideas and view freely. 

Sire.s Interview i In the final stage of interviewing, the interviewer 
makes deliberate attempts of create pressure to observe how the candidate 
performs under stress. Methods used to induce stress range from frequent 
inierruptiors and criticibtns of the candidates opinions /ro keeping silent for 
an extended neriod of time. An advantage of the stress interview is that it 
helps to bring out important characteristics which are difficult to observe in 
a patterned interview. 

Group Discussion . Another method which is being increasingly used 
for the selection of junior executives in private ind u^slry, as well as for the 
selection loi Indian Administrative and Foieign Services, is Group Discussion 
Under this method, in addition to interviewing candidates separately, eight 
or ten of them are brought together and arc given a topic for discussion ; 
inter viewers sit at the back and observe how each cancidaie partcipates in 
the discussion. 

An advantage of this method is that it throws up personality charac- 
teristics and mana.k cfial abilities of the candidates m a comparatively .•-hort 
while. The presence ur ab^tnee ol such abilities, such as to get on with 
others, to argue logically, conunciogiy and cany other with yourself, to app- 
rccidte ideas oi others and to make use of their ideas i.- clearly revealed in a 
group discussion. In p tterned interview, a candidate may suppress his real 
personality for a short timeduiing the interview auo try to impress by his 
physical personality and verbal answers ; but m group discussion, he cannot 
po^c to be dilTerent than what he really is, and his real personality asserts 
itself and is revealed in his attitude and bthaviour during the cross-fire of a 
discussion 

Interviews / Limitations 

(a) An interview may be vitiated by certain preconceptions or prejudices of 
interviewers, for few people are without bias of any kind ; 

(b) Amwers to questions, however smart may not necessarily reveal the 
•Teal man” ; 

(d) Appearatces may be deceptive : a candidate good at an interview, may 
turn out to be a faliure on the job. 

Selection of a good candidate : It may l>c noted as a general rule 
that no single method appears to be entirely satisfactory or suitable in all 
cases. A good selection usually emerges during the cross-fires of a combina- 
tion of the foregoing methods. 
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Executive Development ( Training ) I 
Before the Second World War, it was generally believed that one cou- 
ld learn to manage only by managing ; that given a little more than average 
intelligence, and common sense, one could learn to manage on his own 
from one’s own experience. However, with increasing complexity in modem 
business and in changing environments it had to operate, a manager's job 
began to demand certain knowledge, skills aptitude and attitude and expe- 
rience alone was not enough. It was necessary to supplement experience by 
training, for whilst experience is no doubt an efiective teacher but it takes 
such a long time to put its lesson that a well c eveloped executive may be one 
who is about to retire jJAnd then again, not every one learns from experience ; 
some need help to understand and profit by experience. With rapid develop- 
ment in recent years, in fields, inter alia of automation and electronics com- 
puters. experience is grossly inadequate for developing the knowledge and 
skill required of the modern manager. The conclusion is, therefore, inevita- 
ble that today’s managers must be developed in ways other than through 
experience alone. 

Probably, the first training programme was developed by Prof. 
Roethlisburg of Harvard Business School : one important conclusion was 
that productivity of a group of workers depends on the attitude of the supe- 
rvisor and his skill in handling his men. He further identified this attitude 
as friendly and democratic, and this skill as human relations skill, and form- 
ulated his Supervisory Training Programme to help supeivisois to develop 
necessary attitude and skill. It was, however, during the Second World War ; 
that at first British Government, and a little later Government of the U. S. A. 
realised the urgei.cy of training supervisors in large numbers and so, 1 raining 
Within Indu'try ( T. W. I, ) Programme was developed, and thousands of 
supervisors were trained under this programme, It was generally admitted 
that improvement in productive efficiency achieved during the War was due, 
to some extent lo trained supervisors. 

Since then, company managements began to show great interest in 
executive development ; this encouraged social scientists to formulate pro- 
grammes and techniques for training managers at all levels— junior, middle 
and top - to help them to develop. As a result, there arc now numberous 
executive development programmes which may be grouped into two main 
categories: 1) On the- Job and Off the Job. On the- Job programmes 
include : (1) On-thc Job experience and Coaching, (ii) Position Rotation, 
(iii. Special ITojects and Task Force, and ^ivj Committee Assignments. 

Off-the-Job methods include: (i) Special Courses, (ii) Case Methods, 
(iiii Role Maying, (iy) Sensitivity Training, (v) “In— Basket Exercises”, and 
(vi) Management Games. These arc briefly described here. 
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On-the-Job Experience and Coaching : It has been universally 
recognised that learning by experience is an indispensable method for self- 
development. However, it is also conceded that as sole method, experience 
is wasteful, time consuming and inefficient. Coaching on the job by one’s 
supervisor has been found to expedite the process of learning. 

This involves assigning the trainee to a particular job ! but instead of 
leaving the trainee to swim or to sink, that' iS| to learn from his own experience 
and mistakes, his superior is given a definite training* responsibility. The 
advantage of this is that the trainee is molivated to learn faster, and to transfer 
his knowledge to practice. Its weakness is that the superior may neglect this 
responsibility, either because he is ovsr burdened or he lacks teaching skill. 

Position Rotation : A major objective of position rotation is to 
broaden the background of a trainee in business. On the joh experience and 
coaching tend to be narrow, for a trainee acquires knowledge and skill in one 
job It he is rotated periodically from one job to another, he acquires a 
general background. Advantages of planned rotation are : (i) ir provides a 
general bickground ; (ii) it demonstrates natures ai:d significance of 
management principles, since a trainee finds that he cun transfer learning from 
one job to another : (iii) training takes place in a practical situation, (iv^ it 
stimulates competition among trainees, (v) by exposing a trainee to the 
problems and difficulties i*f another it helps to develops cooperative attitude. 

One disadvantage of this method is that productive woik may sufTcr 
because of disruptions caused by frequent changes ; anoilicr drawback is that 
a trainee may develop only a limited amoutt of skill because of a compara- 
tively short pci rod of training in each position. 

Special Projects and Task Assignments : A special assignment is a 
highly useful and llcxible training method. A trainee who has been found 
weak in certain area is assigned a task in that area. For exaiTipje. a trainee 
may be asked to develop a system of cost colk ction in a particular arta : this 
would not only provide valuable experience to the trainee in systems ana!>sis 
and allied fields, but would also inculcate in him importance of cast, and in 
inceariog his awareness of organisational relationship with other sections 
and departments. 

At times, a task force is created consisting of a number of trainees 
rcprescniing different functions in the organisation. Through this assignment 
trainees not only acquire intimate knowledge of the assigned subject but also 
learn how to work with others having different points of view. 

Committee Assignments : Serving on a committee, as an aid to 
executive development, is of considerable educational value for an young 
executive. Working with a committee of experienced managers, he becomes 
acquainted with many problems and different points of view of the managers 
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present ffe has an opportunity to observe bow they riefend their points of 
view, and how they adjust themselves to overall needs of the enterprise. 
Service on committees has a broadening influence, as problems under deli' 
beratioDS usually have causes and consequences far exceeding any one member s 
special area. Committee experience warn a young executive against believing 
that his point of view is always right and also shows him importance of having 
an open mind on a complex issue. More specifically, if a yound executive 
seems to be un appreciative of positive coritribution of another department, 
his appointment to a committee of members of that department, may lead to 
a change in his attitude and may help him to develop a balanced perspective. 

Off-the-joh Methods / Special Courses These courses require trainees 
to devote their entire time for development. In our country, in I905’s, 
Government of India authori.7ed a fcv. Universities to start part-time, post- 
graduate management dipoma courses in Business Management and Industrial 
management for junior executives and exhorted companies to sponsor their 
executives, v-ho did not have formal education in management, to these 
courses. Later, Un«vcrs;ities bc;;an to offer full time ma;ier Degree Conrses 
in Management, for fresh graduates on their own, ar^d such M B. A.’s began to 
be recruited by business organisaiiocb to junior managerial positions. However, 
with rapid advances in technology of production, management, marketingj, 
finance, personnel relations etc companies beuan to feel she need for 
leorientation of their middle level managers in different funttiona) 5 rcas In 
re^pon' e to these Indian Institutes of Management Maiiii^emcnt A. scciaticns. 
Administrative Staff College, National Institute for Ti<jining in Ir oustnal 
EnginctTirrg Produclivit) Councils, began to offer short-term, but fuiltimc, 
re>idential courses for vaiying periods in various functional areas. 

Tiie n)'iin atJ^antfipc of these off the- ]ob courses is to prr^vide a theore- 
tical feundation for sound management practice*' and 10 acquaint trainees with 
latest developnunt^ in the areas of their interest. Another advan.age is that 
being awa) ircm pressures and stresses of daily work life, excciiti\es arc in a 
better mental side 10 understand and a.ssimilalc vvliai is being offered The 
third advantage is that they get opportunities to meet their counterparts fiom 
competing and non-competing organisarons and learn many things 
which no books can tell. 

An apparent draw'back of this method is that during the period in 
which an execunve is away, the organisation will lose the benefit of his 
expertise. However, this loss would be more than compensated by benefits 
which the company would gain after the executive returns to the company 
refrciihed and enriched. 

Case Methods, This method has been used, as a substitute or supple- 
ment to the lecture method. It was developed by professors of Harvard 
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Business- Schcol, who were dissatisfied with the hitherto universally used 
method, viz. the lecture method in colleges and IJpiverbities. Thev v.cre 
convinced that mere act of likening to wise statements and advice does nni 
do any good ; that no amount or information, by itself, can improve insight 
or judgment, or increase ability to act wisely under conditions of responsibi- 
lity, They fim ly believe(f that process of learning demands dynamic 
praticipation of the learner which is completely mhsing in the lecture method 
They, therefore developed the case method, which dramatises by opening 
the way to make positive contributions to orginal thinking and thereby 
prepare participants for action, 

A ‘ case” in Case Method is typically a '‘record of a business issue 
w. ich has been actually faced by business executives together with surrour?' 
ding facts opinions, and prejudices upon which executive decision had to 
depend”, is pre.^ented to group of trainers for analysis and solution. 

One ot the basic objectives of the case method is apart trora olving 
the problems presented, to dtvelop a trainee's power of analyiical. synthetic 
cal and cross disciplinary thinking This is sought to be achieved Ihrougu 
careful study and active participation in a large number of case dircussions 
through-out training period. As a result, a trainee learns to sort out facts 
from opinions, trivial from significant^ to analyze the date, to judge inter- 
relationships. to synthesize the evidence, to organise bis thoughts logically, 
to present them coherently and to defend them. At the sarne time, he devel- 
ops op^nmindedness to appreciate different and opposite view points. 

AJ^aniages of Case Meihod : In addition to the foregoing 

1. The IS a greater degree of r^,ali!»m in the information presented ; being 
some-wnai of a biographical nature, it stimulates inleiest 

7, It gets trainees actively involved in the case discussions. 

3 it Jicips trainee-, to develop thei' skill in ^cparutnig impv>:tdnt and f»om 
unimportant details, to identify problems and duxeiop sail factory 
solutions. 

4. !t enables trainees to develop human relations '^Kili in understanding and 
intcrpri.ting aTtitudes, feelings and reaction'* of ctlicra. 

Limitaiion of Case Method : 

Ic To achieve its objectives, trainees have to be exposed for a sufficiently 
long period. 

2. Preparation of relevant, meaningful cases is a difficult task, as business 
organisations in India are usually reluctant to part with information 
about their problems even past problems and/or personalities. 

3. Effectiveness of training depends largely on competence of the discussion 
leader. 
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4. It has been criticized on the ground that by givims trainees all the infor- 
mation they need, it deprives them of the opportunity of developing skiU 
in locating sources of Information which is so very essential in real life. 

Role Flaying : An objective of the role playing method is to increase 
trainees' skill in dealing with people It is, ibcrcfore, of great value to line 
managers and sales people, who have to achieve rcsuiU through with people. 

In this method, a conflict situation is artificially construced, a situation 
more or less similar to what line managers face in their work-life ; for 
example, as between a foreman and a problem employee One of the uainees 
is given the role of the foreman, and another that of the workman Each is 
provided with information about himielf. the company the department and 
auout the other ; the worker is said to be highly skilled, who can easily get 
a job etsewiicie ; fas attitude, however has not been good ; he has been found 
til ot careless about cleaniag bis work place and has been often coming late 
to work lias has b«.gais to afiect other workers and the foreman must talk 
to him about it 1 lie worker is given a similar set of instructions, and a 
basic attituuc to assume during the interview with the foreman. Role Playing 
them commences wah the foreman calling ihe worker in for the interview. 

This method has its advantages. In it, a trainee is brought face to face 
with a live situation in man.rging men, and is rccuired to try certain approa- 
ches and see how they work. The interview may be taped and he Is given 
oppotiunity to listen to his performance and note its strenstb and weakness. 
/\s participants in a role playing session are relativelv free, they learn to 
avljusi to unforeseen circumstances ano responses. 

A vaiidiion of role playing is Re-used Role, in which participants 
reverse their roles ; the foreman now becomes the worker, or the salesman 
becomes the customer, while the foimer worker and customer take the roles 
ot foreman and salesman In such a session, participants learn to understand 
the other point of view which is so essential for finding satisfactory solutions 
to inter personal problems. 

Sensiiirity (T Group) Training: An objective of this method is to 
increase trainees’ sensitivity to group processes and more particularly, to the 
impact of his own beh.iviour on others. The group i* usually small and the 
situation is unstructured, in the sense, that there are no superior subordinate 
relationships. The instructor does not teach ; he only helps participants to 
achieve a gieater awareness of relationships to each other. There are no 
formal authority relationship among the members of the group, no agenda, 
and no specific training goal other than that of learning about ongoing 
human behaviour, the discussion leader just invites the participants to talk 
about “whatever you want to talk about”, and sits in the background. 
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As there is absence of customary reliitionship, there may an initial 
period of frustration. Gradually, members begin to warm up and express 
themselves frankly about speakers and their statemants. The dignified manner 
in which one man takes pride may be openly referred to as “pompousness” ; 
a forceful speaker may discover, to bis disappointment, that he is regarded as 
authoritative For, a manager’s behaviour is not how. he thinks, he behaves, 
but how others, particularly his followers, view his behaviour. 

Thus, participants are helped to see unintended consequences of their 
behaviour. If a participant discovers that his attitude and behaviour invariably 
give rise to undesirable reactions on the part of others, he may tr> to modify 
them to evoke desired responses from colleagues and subordinates 

Exercises : These Exerci^'Cs consist of giving participants 
hack ground information such as a company’s history, its organisation chart, 
the position that a participant is asked to fill in. a financial statement and a 
calender. A set of problems included in the exercise have a certain logic, and 
each problem is related in some way to the master plan of the exercise, so that 
the end result will be an integrated whole. The problems consist oi actual 
memos, letters, reports, and documents that make up an executive’s in coming 
mail. The trainee is expected to study these and write down with reasons, 
actions that he would take to solve the problems. 

The final phase consists of each participant explaining w hy he acted in 
the wav he did The discussion leader then explains possible consequences of 
cilferei t ^sequences and the actions decided by the participants. From this, 
they arc expected to appreciate importance of logical thinking, inter- relation- 
ship? of organisational elcmvOts, and of sound decision-making. The problems 
do not give all details but have areas of uncertainly ; this is exactly as busi- 
ness sU'Juuon' actually are and traiuees are expected to fill the v^icuum and 
come to conclusions. 

Management Games : 

In this method, an actual business situation is presented as a ‘’moder’ 
and participants are given roles of competing organisations Problems are set 
under simulated real-life business situations, components of such problems 
observing certain mathematical relationships. 

Decisions taken by the groups are processed mathematically (using 
computeis) and the feed back results are subjected to further considerations 
for second stage decisions. A performance report is generated periodically, 
which refTects success or otherwise of decision-making by the participants. 
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This method, in addition to having the common advantages of Case 
Study method has certain special advantages : the objective (often compu- 
terised feed-back demonstrates the result of the competetive deeision-makjng, 
very quickly. 

Limitations include (1) this expensive and time consuming (Ut Non- 
mathematical managers may find it difficult to adjust to the mathematical 
bais of the technique (iii) Problem of reproducing exact real-life situations 
through simulation processes. 

TECHNIGUES FOR EXECUTIVE DEVELOPMENT 
Theory of Management Garnet ; 


The quantitative techniques for decision-making discussed so far are 
relevant primarily for the problems that are relevant to the organisation. A 
‘Game’ is a mathematical model which has its primary application to the 
relationship among independent competing units such as two or more firms 
selling the same product in a competing market, or between a firm and a 
representative union negotiating for a periodic wage revision This new 
approach to decision making was developed by professors John Newman and 
Oscar Morgenstorn who presented it in their book. ‘-Theory of Games and 
Economic Behaviour”. The theory of games attempts to provide an answer 
to the Question. What may be considered^a rational cause of action for an 
individual confronted with a situation whose outcome depend: not only on 
his actions but also upon the actions of others who in turn are also faced 
with a similar problem of choosing a rational course of action” ? The term 
‘game’ in management games represents a situation of conflict between two 
or more parties- A situation to be described as a game must pass the 
following characteristics : 

1. 1 he number of participants must be finite, and at least two. 

2 There must be a conflict of iuterest between the participants. 

3. Each participant has available to him several choices as to his appro- 
priate action 

4. The rules governing their choices are specified and are known to all 
participants. 

5. Each participant must choose a single course of action before the gama 
begins, and he cannot change to another course after the play starts. 

6. The outcome of the game is affected by choices made by all the partici- 
pants, the choices are to be made simultaneously so' that no participant 
knows his opponent’s choice until he is committed to his own. 
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7. The outcome of fill specific acts of choices by all i' known in advance 

and is numerically qudntified. Each outcome determines a set of pay* 

ments — |-ve or -ve one to each competitor. 

The simplest type of game is known as two persons zero sum game 
in it, there are only two patties and the sum of payments to the two compe* 
titors is zero (constant! for every possible outcome of tlie game. In other 
words. In such a game, the sum of the points won by one party is exactly 
equal to the su.m of the points lost by the other, that is, one player wins at 
the expense of the other. 

An Example: The present agreement between the management of Electro- 
nics India Ltd. and its Union will expire' in a few months and a new 
agreement will have to be negotiated preferably before that date. A manage- 
ment team comiUing of the managing director, the personnel manager and 
the finance manager has been set up to formulate a strategy for the coming 
negotiations. This committee has deci led that in the light of the past 
experience, it can adopt any one of the following four strategies ; 

Cl = All out attack, hard aggresive bargaining, 

C2 = A reasonable, logical approach, 

C3 » A legalistic approach, and 

C4 = An agreeable conciliatory approach. 

The problem is which of the^e strategies should the company adopt 
The answer to this question will depend upon the strategy which the union is 
going to adopt. That knowledge is not available However, knowing the 
history of the union, it may be surmised that the union is considering the 
following four strategies. 

1. Ul = All out attack, hard aggresive bargaining, 

2. U2 = A reasoning, logical approach, 

3. U3 s A legalistic approach, and 

4. U4 s An agreeable, conciliatory approach. 

The management committee can now consider the conseq- ences of 
each of its actions conditional upon the union adopting anyone of its 
strategies. With the help of an outside consultant it constructed the 
following table : 
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Conpaiiy Strategies Union Strategies conditional 





cost to the Company 
(In lakhs of Rupees) 


1 

Ul Hy 

U2 

U3 

U4 

Cl 

+ 20 

+ 25 

+ 40 

- 5 

C2 

+ 15 

+ 14 

+ 2 

+ 4 

C3 

+ 12 

+ 8 

-f 10 

+ 11 

C4 

+ 35 

+ 10 

+ 5 

0 


If the company adopts strategy Cl and if the union adopts strategy Ul, 
the final agreement will involve an increase of Rs. 20 lakhs to the company 
towards wages and other benefits. If the union adopts strategy U2 in response 
to the company strategy Cl. it will secure an increase of Rs. 25 lakhs. 
Strategy U3 is even better for the union against company strategy of Cl, 
as it will secure an increase of Rs. 40 lakhs. However, if the union adopts 
strategy IJ4. it will end up with a loss of Rs. 5 lakhs. 

Now both the company and the union mu:»t decide on the crucial 
strategy before negotiations begin as an attitude cannot be taken and then 
changed when the other paity commits itself. For this, the company seeks 
the advice of a consultant. The consultant informs the company that the 
union is also considering alternative strategies and has constructed a table 
which docs not vary significantly from that of the company. He has also 
provided the union with comparable information. 

Selection of the Optimum Strategy : Given the above information, 
what will the bargainers do ? The company would prefer the union to be 
conciliatory (U4) in response to its policy Cl with the result of a reduction 
of Rs. 5 lakhs in its wage bill But, It is quite likely that in response to the 
Company's Cl strategy, the union may adopt U3 strategy and extract 
Rs. 40 lakhs more from the company. The second best solution from the 
point of the company would result if both adopt C4 and U4 strategies. But 
if the company chooses strategy C4 and the union adopts strategy Ul, the 
Union will win an increase of Rs. 35 lakhs. 

The union experiences the some difBculties : If it adopts strategy U3 
in the hope of an increase of Rs. 40 lakhs, the company might adopt strategy 
C2. which would yield* only Rs. 2 lakhs more to the union. It is, however, 
clear that (he union will never adopt U4 strategy, it can gain more from Ul, 
no matter what strategy the company may adopt. 
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Minimax Strategy : A rule which the participants maj adopt in such 
a situation is the Minimax strategy. The Company might adopt that strategy 
which minimises the maximum wage increase it would have to grant regardless 
of the action of the union. If the union adopts this rule, it would choose 
that strategy which will maximise the minimun wage increase Accordingly, 
the minimax strategy for the company is C' with a maximum wage Increase 
of Rs. 12 lakhs the maximini strategy for the union would be Ul, with a 
minimum wage increase of Rs 12 lakhs. In short, it is an equitable solution 
in this situation In the game theory 12 is dcsignaired as the value of 
the game. 

Another type of Game : This game represents a situation of conflict 
between two or more independent firms manufacturing the same product and 
competing with each other in the same market. 

For such a game, it is necessary to prepare a model of the business 
situation with a troup of cause and effect formulae that would help dettrmine 
the results of each move made by the players. 

The game is e^^sentially quantitative in character and is not designed 
to deal with humi n values which arc qualitative. 

In designing the model, first a list of key decision areas is prepared. 
From this U?i, a limited number of areas-five or six- which are considered 
as the key areas- in the busine^s as a whole, and which arc tvpica! of situations 
requiring top management action. These areas are : production marketing, 
pricing, rcsearcii ana development, capital investment, and market research. 

Thenvxt step is to establish certain relationships of these areas and 
bring them into the model These relate to certain general assumptions such 
as, (a) the quanlit> so, Id varies inversely with the price, (b) expenditure on 
advertising will increase the sales of the product these are built into the 
model. 


The^e assumptions together with the decisions made by the players 
arc fed into a computer which processes the data and reports the consequen- 
ces of their deci'-ions and actions to the players. 

The Game Procedure : 

1. The players are grouped into teams, each team representing the top 
management of the group. 

2. Each team organises its company, that is, it elects its Managing Director 
and the other operating Managers. 
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3. The initial operating statements are distributed to each team. They 
include company*s assets, production capacity, unit cost of production, 
opening inventory, the price of its product, cash in band etc. This 
financial data is the same for each team to begin with. 

4. The teams are allowed to buy market research information at predeter- 
mined prices. 

5. The teams are given a fixed time, say one hour or so to make their decis- 
ions at intervals representing a quarter of a >ear, 

6. The deci;»ions of each team are fed into the computer which with the 
help of the pre-determined formulae, determines the results of the decisi- 
ons of each team. These results are then returned to each team in the 
form of quarterly operating reports After reviewing its performance 
as shown in the reports, each team makes a fre^h decision for the next 
quarter. This procedure is repeated for the next three quarters, thus 
completing one year. 

7 At tlie end of the game, a critic session is held to appn ise the perform 
ance of each team. 

Merits of the Management Games ; 

The central problem of management development is how to equip 
management trainees and junior managers with the breadth of vision of 
company wide operations and train them to take decisions at higher levels of 
management. The traditional management training methods such as lectu- 
res, seminars, reading of management literature, committee work etc can 
provide an intelicctuai understanding of the problems involved but they 
cannot give a trainee manager a personal experience of the process by which 
the elements that enter into top management decision are selected, analysed 
and applied. The American Management Association, theiet ore, developed 
the**Xop Management Decision Gaming Approach"* to the problem of 
simulating the decasioo-making process, it has claimed, on the basis of 
cxpeiieoce of a large number of American companies the following benefits 
of this approach : 

1. Business games in the department or the institute of management are 
like a laboratory in a science college, or a mock parliament in a Depar- 
tment of Politics, or a mock trial in a Law College it creates great 
emotional involvement for the participant and takes them to closest 
point of the real world of business. 

2. They provide a ^vivid introduction to the business scene The particip- 
ants can see the enter relations of the different functional areas and gain 
experience in viewing a problem from the point of view of the company 
as a whole 
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3. They offer a dynamic approach to the decision making proce^. The 
participants get the feed back of results of their decisions. They can 
see the impact of their decisions, that is, how the performance of 
managers is reflected in the company*8 Profit and Loss Account. 

4. Participants acquire an **Intuitive fceP* for the process that will enable 
them to act more quickly and more effectively when the need for decision 
arises in their own job. 

5. Apart from the quantitative decisions to be made in the different func- 
tional areas of business, participants are exposed to such human aspects 
of management as communicatfon, condination, exercise of authority, 
leadership etc. 

6. B> exposing functional managers to an integrated approach to making 
company wide decisions, they help make a generalist out of a specialibt. 

7. It is an excellant medium for learning by doing, it Is far superior to the 
lecture and discussion methods in creating an understanding of 
subject matter Trainees take part directly in solving problems, thus 
learning by doing. This kind of learning **Sinks in’*. 
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IV 

MERIT RATING 

iDdustrial Engineers have developed a number of methods for 
siystematising merit rating of employees ; these include : <1) Ranking, 
(2) Grading, (3) Graphic Scale, (4) Forced Choice Description, and 
(5) Critical Incidents Method. 

Ranking : This is the oldest and the simplest ; according to it, each 
cmplo>ee is compired with all otters doing the same job and is given a 
particular rank order in decending scale It merely states that A is superior 
to B, that B is superior to C, and so on, but it does not say, by how much 
one is superior to the other. Further, this ranking is based on mental 
comparison b> a rater, and so it is not possible to produce objective proof as 
to why one has been ranked superior to the other. 

Grading : In grading method, a definite number of grades or classes 
are first established and carefully defined, as in government service ; qualifi- 
cations, experience and standards of performance for each class are carefully 
defined. A rater evaluates performance of each in^ ividuai agaimt these and 
places him in one of these classes. 

Graphic Scales : In this method a number of factors, depending upon 
the category to which an employee belongs, are selected for measuicment. 
These are : (1) Education, '.2 Experifnee. (3) Initiative. (4; Physical 

demands, (5) Mental demands, (6) Responsibility for equipment, Safety, 
t8> Work of others. Working conditions, (lOj Hazrrds etc. The factors 
and their degrees are marked on a graph paper and a rater checks or this 
scale where he thinks the employee belt ngs ; this method gives qualitative 
evaluation and a rater is in a position to prove his decision. It is however, 
a complicated method and required long experience and considerable skill on 
that part of the rater 

Forced Choice Description : This method tries to reduce the element 
of bias on the part of a rater, inherent in the earlier methods In this method, 
a rater is forced to choose between descriptive statements of apparently equal 
value ; he is required to select, out of four or five statements, one which is 
most characteristic of the candidate, and one which is least applicable to him ; 
his evaluation is then checked by refcrancc to a secret score- key In this 
way, any personal bias of rater is eliminated. 

Critical Idiident Method: This method was developed by research 
scientists in American Armed Forces during the Second World War, The 
theory behind thi» method is that there arc certain key acts of behaviour which 
difTcrentiates between success and failure on a job ; these acts arise cut of the 
incidents which occur In the performance of a job. A supervisor is required 
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to take note of such typical or critical incidents, and record performance of 
his subordinates in these incidents. An experienced supervisor knows what 
type of action or behaviour leads to success, and which to failure. A study 
of actions of a subordinate in the critical incidents during a period of ^ ay, 
sit to twelve months, would enable a supervisor to rate that employeec 
correctly. 

Performance Appraisal : 

A basic value of systematic performance appraisal is that it provides 
information of great assistance for taking decisions about promotion to junior 
executive at higher levels. St provides this information in advance of the 
time when it may be needed, thereby avoiding spot judgements when a deci- 
sion must be made. Further this is not coloured unduly by events which 
have happened most recently or by only those that an appraiser can remem- 
ber (n addition, a systematic approach provides information in a form 
that readily permits the making of comparisons, for all persons have been 
appraised on the same basis and in the same manner. It has been found 
that records established by systematic appraisal are of great value in backing 
up decisions which have been challenged. 

Systematic appraiiial uncovers deficiencies and weaknesses of individu- 
als and thereby ioentifies training needs of employees to develop ( uitable 
training programmes for their development. It addition, it serves to stimulate 
and guide some individuals in their efforts towards self development 

Finally, requirements for periodic and correct appraisal, compels a 
superior to do a better job, as they know that their appraisal must have a 
sound ba^is, for it has to be communicated to all concerned. 

Criteria for Measurement : 

The next problem is selection of criteria against which performance is 
to be measured or evaluated. As a rule, these criteria should be kept at a 
minimum in order to make it manageable and not too a cumbersome for a 
superior. Similarly, it is advisiible to use a minimum of degrees of achieve- 
ment ; the minimum degrees, however, should be enough to provide sufficient 
choice to an appraiser, and should preferably be four or six mot 3 or 5), so 
as to prevent an appraiser from setting for the middle or average degree of 
achievemeDt. 

Among the factors most frequently used in appraisal are about perfo- 
mihnce on the job. They arc briefly described here. 

1. Knowledge about the Job i This to be evaluated, not in terms of high 
academic qualifications or years of training and experience, but in terms 
of results achieved with the help of bis knowledge. 

2. Cooperation : It refers to his ability and willingness to work in co- 
operation with his superiors and subordinates ; this includes maintaining 
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h&finonioQB leliitloiu wldi othctSi Evoiding friction with EssoclEtct, snd 
actively partlcipatiDg as members of a team. 

3. Judgement I It considers his ability to grasp a situation, think clearly, 
and develop correct pragmatic and logical conclusions. 

4. Jdanagement Qualities : This refers to the ability to achieve maximum 
results with minimum resources. It considers whether an executive had 
managed his subordinates tn such a way as to ensure the most efficient 
use of their individual and combined abilities ; whether he bad systema- 
tically analyzed work methods and controlled resources ; whether he had 
developed potentiahties of his subordinates through coaching on the 
job and assigning tasks of progressively greater lesponsibiliiies. 

Leadership : It is an ability that requires different qualities in different 
situations ; the key to appraising this factor is the demonstrated ability in 
organising and securing co-operation of subordinates in directing their efforts 
affectively in particular job situations. 

Communication Skills t This is effective ability to present ideas orally 
and in writing. It is universally recognised that performance depends in 
successfully communicating, to subordinates and superiors, through orders, 
briefings and reports. This is to be evaluated in teims of clarity, brevity and 
effectiveness of oral and written oiders. Communication skills also include 
ability for empathetic listening that is, listening in such a way as to encourage 
a speaker to talk freely and frankly. 

Promotion Potential : An objective of performance appraisal is to 
discover whether a subordinate has capacity, from the point or long range 
development, to handle jobs of increased scope and responsibility This 
involves ability to learn rapidly, self-improvement efforts, special abilities and 
perscnality. 

Additional Factors : In addition to the foregoing, where an appraiser 
observes other relevant factors such as initiative, adaptability, creativity, etc, 
be should make a record of these in a suitable manner. 

Appraisal Interviews : Evaluation, whether positive neutral or negap 
five, can ouly be useful if it Is communicated to an employee through periodic 
interviews. Appraisal interviews serve a number of purposes, such as : 

(1) They provide feedback to an employee which can him to beetter hb 
performance in future. 

(2) They help management to know problems and difficulties experienced 
by subordini^ea in discharging their responsibilities and also theif 
suggestions to remove these difficulties. 

(3) They help management to ascertain and assess training needs of indivi- 
dual employees. 


< 146 ) 


1/P.P.M. V 



Three t>pes of appraisal interviews have been suggested, each with a 
slightly different emphasis on objectives : 

Tell and Sell Interview : The purpose is to communicate to an 
employee evaluation of his performance, to get his acceptance for it, and to 
draw-up a plan of improvement for him It assumes that employees have 
some deficitncies and so some ef them may resent being told akout rhe>e 
deficiencies, some may question rater’s evalution, or may not agree with his 
suggestions for improvement. The rater, therefore, must have patience and 
understanding and further, sensitivity to emplovee’s resistance and ability to 
convince the subordinate about his evaluation and subsequent remedial 
measures without u^ing bis positional authority. , 

Tell and Listen Interview : Its purpose is to communicate the evalua- 
tion to the employee and then to listen sympathetically to his reactions to it. 
The first part of the interview covers strength and weakness of the employee 
and the second part explores his feelings about the evaluation As the rater 
listens to the employee, there is less fear in his mind about annoylag his 
superior and incurring bis displeasure ; there is, the efore, probably less 
resistance from him to suggetions of the superior, and the atmosphere 
throughout can be friendly. As a result, a positive re ationship can develop 
between the two 

Problem-Solving Interview : In this interview, the purpose is not 
appraisal but development of an employee The rater, therefore, takes him- 
self out of his usual role as a judge and puts himself in the role ol a helper. 
He dois not point out areas of improvement, but stimulates an emplopee Into 
thinking about improving his performance. This he does by skilful question* 
ing ; he would ask such questions as the following : Can your plan deal 
with emergencies 7 Would you have your colleagues participate in you* 
plans ? Do you anticipate any problems U tbd changing market 7 In this way 
the rater Invites him to evaluate his own ideas and plans, and also modify 
them or even reject them, if necessary. 
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V 

SHORTAGE OF MANAGERS 

Studies have shown that there is a shortage of good managerial man- 
power, in developing countries, specially in the top ranks. This shortage has 
been due to a number of factors, such as : 

Expansion in size and increased complexities of business enterprises ; 
Number of managers needed increased faster than businesses ; 
Progressive complexity and difficulty in the cask of managing ; 
Increased tendency ot executives to forsake their old jobs and move to 
more ctidiieogiog assignments elsewhere ; 

General lack of facilities in management education, development and 
training ; 

Increasing number of young people who have intellectual ability and 
trainmg to manager, no longer seem to have the motivation to mana- 
ge. John Miner, in his studies of various samples of young American 
business manager, louud a surprising lack of motivation to manage ; he based 
his mtasuremeot) on such factors essential to managing, as (i) a Idvouiable 
attitude towarus authority (iij desire to compete (iii) an assertive behavioural 
pattern (iv) a desire to exercise power (v) a desire lor a distinctive position 
and (vi) a sense oi responsibility. 

Furthermore, Miner found that more expenence in managing did not 
appear to sharpen these qualities and recommended that special eOucationai 
efforts be undertaken if the will to manage was to be developed. 

HUMAN RESOURCE ACCOUMING 
Human Resource as an Asset : An asset may be defined as a future 
service potential ol a lactor of production. Ihercfore, if a human be>ug is 
capable of prov iding future service potenrial, cleat ly a case can be made for 
treating him as an asset Human resource costs are sacrifices incurica by the 
firm m obtaining services which yield benefits ; such costs which yield current 

benefitb may be treated as expenses, and those which yield future benefits 
may be regarded as a'ksets. 

Human redout ce was regarded as an asset as early as 1890, by no less 
an authority than Ptofessor Alfred Marshall, father of classical Economics, 
And yet, even today, no busine&s enterpriie shows it as an asset in its balance 
sheet. A number of arguments have been put forward in support of this 
practice, one being that it is not owned by business entity Hcwcvcr, Baruch 
Lev and Aba Schwartz point out that ** the labour force is constantly 
associated with the firm, and it can be constructively regarded as being 
owned by it ** Roger Hermanson, in his boak, ** Accounting for Human 
Assets” argued ^hat an appropriate criterion for an asset. Is not legal owne- 
rship but an operational right of the enteryrise to receive benefit from the 
resource ; and human capital fits this criterion. 
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Another argument Is that there te uncertainty relating to the expected 
benefits of human resource expenditure However. Bikki Jaggi, in his articlcp 
* Human resources are Assets*’, in Management Accounting of February* 
1976, argued that there is this uncertainty, to some extent, with all assets and 
that human resour :es are similar to any other investment in this regard. 

The report of the American Accounting Association’s Committee* 
anpointed to prepare a statement of Basic Accounting T heory, states : **A 
conversion is a recombination of assets sources refit ctinp the production of 
new utility. Expenditure and other costs devoted to such activities as rese- 
arch and development, personnel recruitment and training, and marketing 
campaigns often involve an element of future usefulmss and are examples of 
conversions that would be recognized if ijuantifiable and vcnfiable *. It may 
perhaps be concludta from these arguments that an expenditure on human 
capital also may be treated as an asset and therefore its cost may be capitali- 
zed and not treated as an expense. 

It was R Likert, a famous, social scientist, who suggested to an 
American Corporation, in 19f.8, to introduce Human Resource Accounting. 
Prior to this, costs of recruiting, hiring, training, familiarization experknee 
and development of an crfiployee were tieated as expenses ard written off in 
the year in which they were incirred In Proftssor Likert's view\ these were 
fixed costs incurred every lime a new employee was engaged, which did not 
render immediate return ; instead, the return was spread over the time the 
employee stayed with the company, and therefore these costs jhould prefera- 
bly be capitalized and arnoiiized over the entire period 

Eric Fiarnholiz, in his book ’‘Human Resource Accounting” 1974 , 
s’iggcsted a meipoci of refit cling a value of the “H^^man” asset, as an entiy 
in the ("ompHny’s balance sheet 

David Watson in hr article 'The \rt of Putting People on the Balance 
Sheet ’ in the March 1978 issue of the Journal of the institute of Chartered 
Accountants in England and Wales, claimed that Human Resource Accounting 
(HRA) can be useful to management and other groups, such as, share holders 
and employees. 

Uses of* HRA for management: It helps management in — 

(1) Planning of its human resources in the short medium and log term by 
high lighting the strength and weakness in its labour force. 

(2) The evaluation of staff by the use of meai^nres of staff performance. 

(3) Appraisal of Projects by recognizing qualitative aspects of involvement 
appraisal at present neglected. 

(4) Highlighting possible changes needed in recruiting policies ; for example 
cost of hiring and training of new employees may be very high, leadiof 
to changes in policy of reducing labour turn-over. 
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(5) Providing informntioD at present hidddn, for csample^ in a cost 
reduction programme, adverse employee* attitudes could come to Ugbt 

(6) Improving profitability and decision* maUng in a firm. This may molt 
from a motfvaied laboor force which feels that the firm cares for them 
if it goes to the trouble of providing an employment report. 

(7) Controlling labour force costs, (or example, recruitment, training, 
absenteeism, disputes etc, 

ExtermJ Uiet of ‘'URA" : Shaie-bcideis. potential investors and 
creditors could use this information for evaluating leadership of the*maiuige>* 
ment group for achieving profitability or other allied goals of the enterprise. 

What costs may be Capitalized : Capital components of investment in 
human resources may be those costs incurred to locate and train an individual 
for work within a particular firm. This is similar to the cost basis for other 
assets : for example tinai costs of a fixed asset includes cost of transportation, 
installation and other costs involved in getting it ready for its intended use. 

Original capital costs may include such items IS recruiting, selecting, 
placement, orientation, and on*be*job training Some of these costs are 
direct ; that is. they can be traced directly to the activity (e g trainees* time 
spent on-the-job training. Others are indirect (e g. administrative expenses), 
they cannot be traced to the activity and will, therefore, be allocated on 
some reasonable basis. 

Below is a brief list for some oist items that might be included in 
original cost of acquiring and Improving work force of a firm ; 

1. Recruitment Costs : These are the costs which are incurred to inden* 
tify possible sources, both inside and outside the organization ; they 
include (li advertising (2i campus recruiting, (3) employment agency’s 
fees, (4) entertainment, (S) travel, and (6) an allocation of administra- 
tive costs. 

2. Selection Costs : These Include the costs of (1) interviewing (2) testing 
( 3 ) administrative costs of processing applicants ; such costs incurred 
on individuals not selected and hired may be apportioned to those who 
were hired. 

3. Hiring and Placement Costs i Travel allowances paid to select 
employees and their expense for moving to firms’ place, come under 
this head. 

4 Orientation Costs : These costs include those incurred to familiarise 
emplo)ees with personnel policies, company products, facilities etc. 

5. On-the-Job Training Costs ; A part of the Trainee’s salary for the 
period of tratoing comes under this heading, togethe with an agreed 
proportion of other training expenses. 
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Tiviaee^s Time Costs : These include a fMirt of the trainee's salary 
7« Lost Fioductiviiy during Training : While learning a job a trainee causes 
a fall in productivity of fellow-workers, part of the salaries of these 
workers amount to lost productivity, and may be included under this 
head. 

b. Development Costs : Cost incurred to increase the individuaFs capa- 
bilities in areas beyond immediate technical skills required by the position, 
for advancement, constitute development costs. Fees and other expenses 
incurred in attending management seminais. Xlniversitv or Management 
Inbiimtc’s training programmes, are in this category. 

Human Resources Accounting : 

With regard to the question of capitalising an appropriate proportion 
of human resources costs in accounts, it should be noted that so far. in this 
country, there has been no lav/, neither there is any uniformitv of views or of 
practice However, most of current practices favour treating majority, if not 
all, related expendiiure as revenue. ^ 

It IS emphasised that, in the country, as in many others, the present 
law does not require the value of the * human** asset to figure in a Company 
Balance Sheet This inject an element of unreality inSo the quality of the 
balance sheet and also the auditors' report stating that it shows a ‘‘true and 
fair view ' of the company's state of affairs on a certain date. For, say with 
iv^o Companies earning the same profit but one with a highly skilled and well 
motivated tec»irn of managers and the other with a traditional managerial 
team, -the value of their stock in the open market, will not be the same. 
CrcaiioTs and investors, belore dealing with a company, will carefully examine 
the background, perforroauce and reputation of toe team that manages a 
company, for they know that, in the final analysis, it is the management that 
niaki:s or breaks a company. 

In fact, current practice tends to create something in the nature of a 
•secret reserve”. 
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STUDY NOTES : 5 


SELF.EX4M1NATION QUESTIONS 
( Answers to these Questions are NOT to he submitted ) 

L Explain the Importance & procedure for managerial man-power planning 
in industry. 

2. What qualities and skills are necessary for a manager ? 

3. Describe critically different methods for selection of managers. 

4. Discuss critically “On the job** and “Offrthc-job” methods in relation to 
executive development programmes. 

5. Write notes on : (a) Position rotation (b) Committee assignments 
(c) Case Methods (d) Role playing (e) “in-Baskef* exercise (f) Manage^ 
ment Games. 

6. Explain fully the objectives of appraisal of performance of managers. 
Discuss critically different methods in use for performance appraisal. 

7. Write a critical essay on Human Resource accounting. 

8. What are the reasons for manager-turnover ? Suggest ways of combating 
this phenomenon. 

9. Discuss critically and with reasons, the general problem of shortage of 
managers. Indicate remedies that you suggest in this regard 

10. “Random and ad-hoc recruitmeiit is perhaps the most wide-spread fault 
of staffing**. Critically examine this statement and suggest a recruitment 
plan for a business enterprise. 
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STUDY NOTE : VI 


I 

D1BECI1NG 

A key element in the management procesa is direction. Once plans 
have been drawn up to achieve pre^detemuned objectives and goals, the 
organisation structure is designed, and competent persons are appointed to 
responsible positions, the enterprise is ready to go into action. However, 
necessary activities will start only when a chief executive gives direction to all 
members of the management group. With effective direction, a chief execu* 
tive hopes to secure : 

(1) A full imderstanding by each individual manager, or aims, objec> 
tives, and plans of the organisation ; both general and specific, 
long-range and immediate ; 

(2) A full understnding of the organisation and its elements, that is. 
of who does what, and particularly, of his own areas of authority 
and respoiuibility ; 

(3) A full understanding of policies, procedures and mles under 
which the organisation will operate, and the reasons thereof ; 

(4; A full understanding of major problems faced by the enterprise 
and specifically, what each manager can do to aid the solution 
of those problems ; and 

(S) A full and up-to-date information on significant factors, that is. 
about business forecasts, contemplated changes in facilities, poli- 
cies, procedures etc. 

Middle Level managers who have been effectively directed will in turn 
have to direct their subordinate managen and supervisors, who must instruct 
rank and file of employees to carry out necessary activities. At the level of a 
first-line manager or a supervisor, directing largely involves giving orders and 
instructions to workers. As performance of a worker depends on nature of 
the orders and the manner in which they are given, every manager/supervisor 
should no main characteristics of good orders. 

Charaetertstia of Good Orders t 

(1) An order should, be clear and understandable to the person who 
rcceivea it Very often, an executive giving an order does not 
even suspeet that It may not be clear to his subordinate ; he does 
not realise that the subordinate may not have a clear picture as 
to what is expected of him and why. He should, therefore, try 
to place himself in the position of his subordinate and then 
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consider what he needs to be told. Further, the language should 
be free of jargons and be simple and readily nnder- stood. 

(2) An order should be complete. It should leave no doubt in the 
mind of the subordinate as to what is expected of him It mubt 
convey to him the quantity and the quality of performance 
expected, as well as the time within which it mnst be completed. 

(3) An order should be reasonable. Before issuing, a superior should 
consider whether the subordinate receiving an order bas necessary 
experience and ability to carry it out ; he must also see whether 

materials, equipment, company rules etc. will permit bim to 
to comply with it with reasonable effort and ability. 

Many managers and supervisors believe that they have an irherent 
eight to issue orders, and when these arc clear, complete and rca.sonable. 
subordinates must carry them oat-; it Is, however, a matter of common 
experience that often even such orders are not fully carried out. It was Mary 
Follett who explained why this bappend ; according to her, “what happens 
to a man. in a man. when an order Is given to him. is that he feels his self- 
respect attacked, his most toner sanct’iary invaded. He loses bis temper, or 
becomes sullen, or is on the defensive ; he begins to think of his rights”. This 
arouses him to a wrong behaviour pattern which is not going to benefit the 
or/K&nisatioa. 

In order to avoid Ibis and to ensure that subordinates carry out orders 
satisfactorily, Mary Follett offered the foUowinit guide lines : 

(1) A manager should depersonalise the giving of orders, unite all 
concerned in a study of the situation, discover the “Law of the 
Situation/' and obey it- It means ihai one person is not giving 
orders to another person, but both of them agree to take orders 

from the situation. This docs not hurt the self-respect of 
subordinates. 

|3) A manager should ensure that a subordinate has really unders- 
food the order by asking him to repeat it or explain it 

(3) A manager should explain the order so that the subordinate 
knows why the order is being given ano what the manager wants 
to achieve. This gives bim a sense of being in the know”, and 
it also makes it possible for him to me his judgement later when 

the manager may not be available for clarincaiion or further 
orders. 

(4) A manager should ask the subordinate as to whether be has 
different keaa about how to carry out the order Thts will ensure 
his co-bperation even if he has no idea of his own. 

(5) A manager should not wait till completion of the order but check 
earlier. This would make it possible to correct mistakes, if any. 
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before it is too late ; or if it is found that the subordinate would 
cot be able to complete the work in time, or in the required 

quantity, or the required, quality, suitable steps could be taken, 
in time, in this regard. 

MOTIVATION 

ft is almost universal that, even with the best direction and effective 
order- giving, employees at all levels from a manager to the rank and file of 
workers, normally give just the minimum out put which they think is necess- 
ary to retain their jobs, ft is, however, well-known that human beings have 
great potential but they use only a part of it when working for others. It is 
the function of a manager to induce employees to work willingly, efiBciently^, 

effectively and enthusiasitically, and contribute their best to the achievement 
of the goals of the organisation ; this, in short, is motivation. 

Motives and Motivation r Berelson and Steiner have defined the 
term motives an ‘an inner state that energizes* activates or moves (and hence 
motivation), and that directs or channels behaviour towards goals’*. In other 
words, motivation is a general term applying to the entire class of drives, 
desires, needs, wishes and similar forces. .^ Motivation, therefore, may be 
looked upon as involving a chain reaction starting out with felt needs, 
resulting in wanlts or goals sought, which gives rise to tensions (that is unful- 
filled desires), then causes acuon towards achieving goals, and finally satisfy- 
ing wants. When wc say that a manager motivates his &uborclmates, it 

means that be docs thobc things which, he hopes, wiii satitfy these drives and 
desires and induce ^ubordinatts to act in the desired manner. 

The Carrot and the Stick Technique of Motivation s Employers had 
belifved for a long time that a person seeks employment because be expects 
to earn wages, with the help of which be hopes to buy goods and services to 
satisfy the needs of himstll and his family ; further, he knows that if he does 
not carry on his work to the satisfaction of his superiors, he will lose his job 
and left to starve. This came to be known as “The Carrot and the Stick”, 
or “The Reward and Punishment” technique for motivating employees. 

F. W. Taylor was the first to appreciate the importance of reward in 
motivating workers and recommended differential piece- wages which rewar- 
ded those who produced more than the standard out- put and punished those 
who produced less than the standard. The system became very popular with 
the employers in.V S. A. and in England for some time, as it benefited not 
only employees bol also employers. Gradualfy, however, the system began 
to reveal its limitarioii, with the result that many mand}.imtnts gave it up . 

As regards motive ot fear because ot threat tf punishment c g. fines, 
suspension, dismissal if workers did not cany out their duties satisfactorily, 
it wai a powerful motivating force throughout the nineteenth century, during 
which period, there was large-scale unemployment, and workers were not well 
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organised* Since t9S0*s however, workers became well organised into powerful 
trade unions ; governments in many democratic countries passed laws to 
protect interests of the working class ; and the state enforcement machinery 
has been sympathetic to workers. Under these conditions* threat of punish- 
ment lost much of its force, and in short* the old techniques of **rhe Carrot 
and the Stick’* ceased to be a motivating force. 

Theories of Motivation : Theory of Need Hierarchy : During the last 
thirty years or so* many psychologists and social scientists hsve put forward 
their theories of motivation The first was tbeoiy of Need Hierarchy by Prof. 
A H. Maslow who published it in his now famous book* ^‘Motivation and 
Personality” in 1954. According to him a man has multiplicity of needs which 
can be arranged in a hierarchy. At the base of this hierarchy are basic or ph- 
ysiological needs, that is need for food* shelter* clothing’ sex etc. They have 
the highe^ t prepotency and a person who lacks basic necessities of life will 
probably be motivated primarily by {diysiological needs. 

When physiological needs are reasonably satisfied* safety needs begin 
to manifest themselves. One aspect of the safety need is economic security or 
security of jobs which assures continuity of income with which to satisfy 
physiological needs. Another aspect of safety is security of income against 
such contingencies as sickness* injury, loss of employment during working 
life, and security in old age after retirement. 

When physiological and safety needs are reasonably satisfied, social 
needs become important motivators. Man is essentially a social being and 
wants to receive and give acceptance, friendship and affections i he feels the 
need for belonging, for being an accepted member of a group. 

After social needs* come psychological needs which are of two kinds ; 
(i) needs that relate to one’s reputation that is for recognition* for apprecia- 
tion. for deserved respect of one’s fellow-workers* and of superiors ; and 
Oi) those that relate to one’s self-esteem, that is* for self-confidence, for 
competence, for knowledge, for achievement. 

Finally, at the top of the hierarchy* stands needs for self-fulfilment or 
self-realisation, that is, for opportunity to be what one can be, to develop 
one’s full potential. 

One characteristic of need hierarchy is that so long as needs at a lower 
level in the hierarchy are not satisfied* a person will neglect or even deny 
those at the higher levels ; secondly, the first three motives-physiological* 
safety* and social-can be reasonably satisfied ; and once these are so satisfied* 
these cease to motivate an individual. 

Maslow’s theory has the merit of proving logically* that unlike the 
animal* man has a multiplicity of lower level and higher level needs. This 
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wMMiim that in the case of managerial personnel, whose biological and safety 
needs may be said to be reasonably satisfied, they can be motivated only by 
appealing to thrir social and psychological. In the case of non-man8« 
gerlal personnel, that is, tank and file of workers, a large majority, especially 
in developing countries like ours, at present, are at the level of basic or 
primary needs. However, most of these countries have plans for rapid econ- 
omic development to r^e standards of living of their people, and when this 
is achieved, they too will find it necessary to turn to higher, psychological 
needs for motivation. 

It must, however, be pointed out that Maslow’s theory has been crti- 
cized on many grounds. First. Its hierarchy cannot be regardee as rigid ; 
the levels are not clear cut, and tend to overlap- Secondly, some individuals 
may remain at the primary levels of the hierarchy, concerned only with phys- 
iological and safety needs. Thirdly, the specific order of needs suggested by 
Maslow may not apply to every one ; ttiere is no empirical evidence to supp- 
ort that It does. This points to the fact that the theory may not have 
universal validity. 

Herzberg's Two-Factor Theory of Motivation : In the late 1950*8 
Herzberg and his associates, conducted extensive interviews with about two 
hundred engineers and accountants from eleven American industries in Pitts* 
burgh area These persons were asked to relate elemente of their job that 
made them happy or unhappy. An analysis of their answers revealed that 
when people reported a feeling of dissatisfaction or unhappiness, it was rela- 
ted to the environment in which they were working ; this included such 
things as salary, job security, physical conditions of work, relations with 
superiors and felloworkers, company policies, rules, procedures etc. Convers- 
ely. when they reported a feeling of happiness, they frequently described 
factors related to their jobs, to events that indicated that they were successful 
in the performance .of their jobs, and to possibility of professional growth. 
Herzberg labeled the factors that prevent dissatisfaction as Hygiene factors 
and those that bring about satisfaction as Motivators. 

Hygiene Factors are Satisfiers t Herzberg calls factors about the 
environment, as hygiene factors, because they act in a manner similar to the 
principle of medical hygiene. Hygiene operates to remove health hazards 
from environment ; it is preventive, not curative. For example, garbage 
disposal, water purification, mass vaccination, innoculation, etc , do not cure 
diseases but they help in preventing spread of many diseases. Similarly, 
unfavourable factors about the environment, bring about poor job attitude ; 
if they deteriorate below the level employees consider acceptable, job dissatis- 
faction will develop. Improvement in them will serve to remove obstacles to 
positive job attitude However, the reverse may not hold good ; whrn these 


I/P P M. VI 


( 157 ) 



factors are at the opumum level,, there will be no job du satisfaction but nei- 
ther will there develop a positive job attitude. 

Herzberg calls these factors as satisfiers ; and sati.^fiers affect the 
individual more by their absence than by their pre^cnce. 

On the other hand* factors relating to ti e job itself, are subjective, 
personalized experiences like feeling of achievement, of significaDce, of growth 
and arc called Motivators Every success reveals a greater challenge just 
beyond, and the individual is crawn towards it in the hope of more exhilera- 
tion and ihriil of winning again. In short, psychological needs achievement 
and self realisation cannot be fully satisfied and to they will continue to 
motivate individuals tor a long time. 

Herzberg*$ two-factor theory also has been criticized on several grou- 
nds. First, Herzberg's study consisting of engineers and accountants is not 
representative cl the woik- force in general Secondly, other researchers had 
drawn different results from similar st^ dies, for they found that, in some 
cases, hygiene factors were viewed as motivators by blue collar workers. In 
conclusion it may be ttated that though Herzberg^s theory may not be unive- 
rsally applicable, it dees help in extending the application ot Maslow*s theory 
to work - motivations. 

Vr coni' s Valance-Expectancy Theory t Victor Vroom criticized Herz- 
bcrg*s two factor theory on the ground that it is too dependent on the 
esntent and context of work roles of people being questioned He offered an 
expectancy approach to the understanding oi motivation. He suggested that 
a person's motivation towards an action, at any time, would be determined 
by his anticipiied values of all the outcomes (both negative and podtive) of 
the action, multiplied by the strength of that person s expectancy that the out 
come would yield desired goal. In other words, motivation was a product of 
the anticipated worth to a person of his action, and the perceived probablity 
that the person's goal wouldbe achieved ; putting it in an equation, it would 
be Forccas Valance X Expectancy, where Force is the strength of perscn*s 
motivation, valance is the strength of a person's preference for an outcome, 

and expectaucy Is the probability that a particular action will lead to a desired 
outcome. 

One of the merits of V room's theory is that it recognizes importance 
of various individual ueecs and mouvation. and yields a contingency model. 
It thus avoids some of the simplistic features of the approaches of Maslow 
and Herzberg It fits in with the concept of harmony of objectives, that 
individuals have personal goals different from organisational goals, but these 
can be harmonized ; it also consistent with the theory of Management by 
Objectives. 

Theory of Job Satisfaction : Many American Social Scientists who 
had studying impact of Modern technology on men at work in factories. 
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had suspected that in spite of fair wages, fringe benctits, reasonable job 
security, pleasant coaditions of work (that is, satisfaction of physiological, 
safety and social needs )n miUions of workers In American industry did not 
have a senSe of job satisfaction. A reason tor this, according to the social 
scientists, was the features of modem technology, namely, complex division of 
labour, assembly line, and .job simpUfiicatioo. These have reduced contents 
of most of the factory jobs to their simplest components, and such jobs do not 
demand any skill, responsibility or initiative from operators. As a result, these 
jobs have become repetitive, monotonous, uninteresting and unchallenging. 
This has made his work meancngleas to the worker, except as a source of 
income which helps to satisfy only his primary needs, in the words of an 
assembly*— line worker In an automobile factory In the U.S., ‘^1 am happy 
with my wages and fringe benefits ; I would not think of leaving my job. 
However, in order lo enjoy my income, i have to be away from the job. The 
job on which .1 spend a major part of my working life is repetitive, monoto- 
nous and has, therefore, ceased to have any meaning for me'^^ 

A study conducted by the American Government in 1972 confirmed 
all the suspicious of social scientists about etfects of modem technology* 
This study reported that a high percentage of work force disliked their jobs 
and it found that workers dislike, being at the mercy of system that they 
could neither communicate with nor mhuence. 

According to Richard Walton, roots of worker alienation may be 
found in the conflict that exists between employees'^ expectations and organi- 
sation conditions. Some of tliCi^e are : 

(1) Employees want opportunity for challenge and personal growth but 
the organisation gives them simplified work assignments. 

(2) Employees want to be treated as equals and have something to say 
about what goes on, but the organisation has a hierarchical approach 
with status difieiences and chains of commaud. 

IBM, Experiment in Job Enlargement : In order to overcome some 
of ihese problems, to create job satisfaciion, and thereby increase employee 
motivation IBM. Corporation made an experiment in Job Enlargement in its 
Endicott Jlant some years ago, where work was organized on the principle of 
specialisation. As a result, an operator was psrforming simple repetitive 
operations, but he was helped by a term of experts, a tool sharpener, a machine 
set-up man, and an inspector. It was decided to enlarge the job and allowed and 
operator to sharpen bis tool, to set-up and re* set his machine when necessary 
and to inspect the part he himself manufactured ; to enable the operator to 
perform these tasks efSciently, he was given systematic training. The experi- 
ment was conducted for one year and the result showed that there was no fall 
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in quantity of output ; and there was an improvement in quality. What was. 
however, also important, was that operators experienced job satisfaction, and 
refused to go back to the old method of operation. In the words of one of 
the operators, “there is now some variety in work ; occasionally, there arc 
challenges ; and when one is able to meet a challenge, one feels a sense of 
success, of achievement**. In short, the enlarged job had become interesting. 

Theory of Job Enrichment ' Critics of Job Enlaigemeni argued that, 
pci forming a variety of routine, boring jobs instead of one» (which is the 
essence of job enlargement) cannot make that job really interesting. As an 
alternative, they recommended Job Enrichment^ it may be defined as **an 
attempt by management to design tasks in such a way as to build in the 
opportunity for personal achievement, recognition, challenge, and individual 
growth*’* It provides a worker with more responsibility and autonomy m 
carrying out a complete task, and with timely feed-back on his performance. 

American Telegraph & lelephone Company implemented a progr imme 
of job enrichment in 1972. Robert N. Ford of A. T. A T. reporting on it, 
stated that in the process of job enrichment there are three stages involving 
systematic changes in ; 

Cl) Work Module : Work Modules (or elements of work) are defined to 
ensure each employee has a natural are of responsibility. 

(2) Control of the work module : As a person gains experience, the 
supervisor turns more responsibUit> over to him. 

(3) Feed-back .* Performance evaluation is i»cnt direct to employees who 
can then make necessary corrections, rather than following customary 
procedure of sending evaluation to their supervisor. 

Of the nineteen studies conducted using \oh enrichment at A T. & T., 
nine were cxtrcmly successful, nine were moderately so and only one was a 
flop. Another well-known advocate of job enrichment, M Scott Myres, 
claims that this approach is successful because it destroys the labour- 
management distinction ; it creates a self managed job where the person 
performing it is responsible for the total plan-to-cimtrol phase of the task. 

In spite of its soundness, critics have pointed out its following 
limitations : 

^l) Some workers may prefer be ring or unpleasant jobs (for example, less 
educated men or young unmarried girls), with good social interaction, 
to enriched jobs that may reduce opportunity for such interaction. 

(2) Some workers may reaetto this technique with a felling of inadequacy 
and a fear of failure. 

(3) Job Enrichment may not have much value to those workers who do 
not find satisfaction in the work place. 
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NEEDS OF ORGANISATION 


An organisation is set up in order to achieve objectives and goals wlncu 
its mer-bers cannot achieve individually. For this, it brings t(?gcthcr resources- 
material and human and places them in the hands of «ts management An 
organisation, therefore, needs capable managers to handle cfhcicntly both 
material and human resources ; managers must have technical knowledge and 
skill for utilizing material resources, and understanding and skill in managing 
human resources The need for capable managers cannot be over emphasized. 
As Peter Drucker pointed out, a secret of the continuous and high rate of 
productivity of American industry was not abundance of material resources, 
but high calibre of its managerial personnel ; and low rate of productivity of 
developing countries, like India, nas been largely due to scarcity and lower 
efficiency of its managerial personneL 

The next need of the organisation is attaint ble objectives (probably 
difffeuit but not impossible), suitable plans, clear pclicies and procedures, and 
a sound organisation structure. An organisation st*ucture is a physical 
arrangement of activities and people and inter-relationship among them. It is 
eoncerned with ways and means in which the functions of the organisation 
aie divided, differentiated aud mtergrated to produce results in the dynamic 
external environment in which an organisation operates. 

Individual Needs : Individuals join a business organisasion to satisfy 
their needs, which in turn, lead to their behaviour. So a manager, who has 
to get things done with and through people, must understand those needs, 
and have the skill to influence their behaviour towards the desired direction. 
As has been discussed earlier, needs of man can be classified into physiologi- 
cal, safety or security, social and psychological needs. Though there are 
individual differences, there are certain basic patterns, a widely accepted 
pattern being that of Prof. Maslow, discussed earlier. 

Man in Groups : It has been, by now, generally recognised that empl- 
oyees in business organisation spontaneously form informal groups cutting 
across formal groups. A group may be defined as two or more pieople, 
interacting and interdependent, who have the ability to act in a unitary man^ 
ner. The process of inter- action is continuous, dynamic and directed towards 
some shared purpose or objective. According to Rensis Likert, ‘^an organi# 
sation will function best when its personnel function, not as individuals, but 
as members of a highly effective work-group with high performance goals*’. 

A knowledge of nature and functioning of informal groups is, there- 
fore, useful to a manager for the best utilization of his personneL 
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Among the basic characteristics of informal groups are snch characte- 
ristic! as goals, cohesiveness, norms, agreement and group maintenance A 
manager should provide opportunity for group harmony through personal 
contacts, gossiping, aiiing personal grievances etc. A second property of a 
group is cohesiveness. i. e. degree of attraction the group has for each of its 
members ; the geater is group cohesiveness, the greater is its power, both 
intemally upon its members and externally on other groups. In the discussion 
about informal groups, in Stud) Note No. 3, impacts,— favourable and 
unfavourable of informal groups on management have been indicated. Kurt 
Lewin has suggested a number of leadership approaches (which will be discu- 
ssed later in this Study Note) in order to secure the most effective results 
from group action. 

Importance of Behaviour : Human behaviour is extremely complex ; 
very little has so far been known about why human being behave in a partic- 
ular way or bow to influence their behaviour. During the last thirty years 
or so, however, many psychologists and sociologists have tried to study 
human behaviour, and have been able to offer some broad guidelines for its 
understanding. Kurt Lewin, a leading (ocial scientist, suggested the follow- 
ing formula for it ; Baf(P.E.) ; that is behaviour is a function of pertonality 
and environment (Ref. : Study Note No. 1). 

As regards personality, there are two aspecM, namely, physiological, 
and psychological. Man’s genetically structured physical, biological, and 
anatomical processes make him behave like an animal. Psychological proce- 
sses Include perceptual process, learning process, as also personality of a «na« 
Right from his birth, a man tries to develop perceptions about bis environ- 
ment and about himself He interpretes about his environment on the 
operation of his physiological mechanism, his personality, bis leaming and 
his motivation. All these help to form his perceptual world. His perception 
has a definite influence on his behaviour ; be behaves on the basis of what 
he perceives rather than what he is. 

Another major psychological process is learning, which imidies a 
conscious attempt towards imUbing knowledge. It brings about a rdatively 
durable change in behaviour which results from experience. One of the 
principles of leaming is reinforcement which is anything that increases stren- 
gth of response and induces repetition of behaviour Reinforcement may be 
posltiye or negative, extrinsic or intrinsic, primary or secondary. 

The second factor influencing human behaviour is environment which 
hat two aspects, viz., external envi'onment and internal or organisational 
environment. -External environment is both physical and socio-cultural ; 
this external environment may motivate a person, or make him disinterested 
in his work. 
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Iniemal or organisational environment has a much greater impact on 
organisational behaviour of an individual than external environment. Orga- 
nisational environment has three important dimensions, viz » structure, proc- 
ess and values. Structure tefert to the net-work of roles and relations among 
the various components of the organisation. Process refers to the activities 
performed and aequenoe and phasing of these activities : it is the dynamic 
aspect of the organisatim. Values refci to its goals, the direction in which 
the organisation is to go and the way in which it is to behave. 

The foregoing interact with the individual and the group and influence 
the organisational behaviour of die members Industrial behaviour is greatly 
irfluenoed by two etements, via, communication process and motivatiou 
process ; the former wiU be explained a little later, while the latter has been 
discussed earlier in this Study Note. Informal groups spontaneously develop 
in an organisation and they exert considerable influence on individual be- 
haviour ; the Hawthorne Experiments cleaiiy demonstrated that such groups 
exercise a greater influence on individual behaviour than monetary rewards 
and phpsical conditions of work. 

Factors Affecting Performance t A manager’s job is to make the best 
use of resources avaiUable to achieve the enterprise objectives. As regards 
utiUzatin of resources such as manhines, materials and money the modern 
manager has developed a great deal of skill. Guided by such specialists as 
economtits, indusinai engineers, financiers, cost accounttnts, ttchnologists 
etc., he has learnt a grec^l deal and has been able to estimate accurately 
laput cjst-outpai relationship 3- Bur when it comes to management of human 
resources, he finds that the problem of understanding human nature and 
behaviour, including motivation, is indeed formidable and has not been 
completely solved. And yet, he cannot await discovery of complete knowle- 
dge about human nature and behaviour ; he must try to induce, meantime, 
individual efforts towards accomplishment of enterprise objectives. Fortun- 
atelyt many sodal scientists, who have observed and studied employees at 
work In different organisations, have formulated their theories of employee 
motivation. The more important of these have been discussed earlier. A 
study of these theories suggesli that the following arc the more important 
factors which affect performanGe of employees; (1} MoneUry Rewards, 
(2| Work Environnieiit, (3) Nature of Woik, (4) Worker Participation. The 
nature of these factors and their impact on performance are briefly described 
bdow. 

Monetary Rewards : It Is university recognized that when a person 
looks for a job. the most important factor he considers is the monetary rewa- 
rd it offers, in terms of wages, allowances etc. Other things being equal, he is 
likely to prefer that orgaoisation which offers him a higher monetary reward ; 
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this is natural because, for a large majority of industrial workers, the job is 
the only source of income. This inconic, which represents generalized purcha- 
sing power, makes it possible for him to buy goods and services with which 
to satisfy his basic or physiological needs ; in addition, he would like to have 
sufficient income to provide for such contingencies during working life as 
sickness, accidents, lay-off, retrenchment, and for old age after retirement. 
When such economic security is provided by the employer and the State, his 
anxiety is removed and he is able to concentrate on his work and produce 
higher output. This is why, it had been belived for a long time, that monetary 
reward is the most important factor in motivating workers. 

It has also been argued that money not only satisfies physiological and 
security needs but it aho confers a certain status to its owner in society. 
This is why some individuals may continue to desire for more and more money 
and so put in greater efforts in response to higher monetary rewards 

While recognizing the role of monetary reward, it must be noted that 
it operates more as a hygiene of maintenance factor rather than as a motivator. 
As Saul Gellarman pointed out, **in most business and other enterprises, 
money is actually used as a means of keeping on organisation adequately 
manned and not primarily as a motivator*'. This may be seen in the practice 
of making wages and salaries competitive between various enterprises so as to 
attract and hold people. Money may act as a motiuor only when additional 
rewards or bonus are paid to managers and employees on the basis of their 
performance ; for various reasons however, this has not been generally 
adopted. 

In conclusion, keeping in mind the great importance which employees 
attach to monetary rewards, a management should as'^ure employees fair 
wages, which are comparable to what other workers performing the same jobs 
in competitive units or in the units in the same locality, are getting. This 
will help to prevent discontent among employees and secure from them 
average output. 

Work Environment : Ph} siologists have been L‘ble to prove conclusively 
from experiments that adverse physical conditions of work such as excessive 
or low temperatures, lack of adequate ventilation, inadequatt lighting, or 
noisy conditions have adve^^e effects on productivity of workers, and also on 
their attitude to management Managements, therefore, should try to provide 
reasonably good physical conditions of work. 

Apart from physical work environment, there is the question of manage- 
rial climate on* the shop floor, important elements of this environment being, 
the informal group, their values and the attitude of the supervisor. Prof, 
Elton Mayo, who conducted the famous Haw thorne Exptrimccts, came to the 
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conciasion that these elements haveagreatinfluenceon productivity of workers 
and their attitude towards management A manager should, therefore, leam 
to live with informal groups, which are spontaneously formed, to be able to 
delect leaders of such informal groups, and to develop skills ^o induce these 
leaders and their groups to cooperate with, rather than work against, the 
mansigemeot. 

Nature of Work : As has been already stated, modern technology has 
made most of the factory jobs repetitive, monotonous, uninteresting and 
unchallenging. It is, therefore, diifficult to expect workers to take interest in 
their work, for this is looked upon only as a source of mcome, and so when- 
ever possible, workers remam or report to work late ; th'^s adversely 

affects quantity and quality of the ou^rut To prevent this to work 
interesting, social sdentbts h^ve deveint^v^i tcchni-^'Ts of tob 
and Job Fnrichn'cnt. They have in a rumher 

of ways, the more important of being by : ( M workers more 

latitude m deciding work tnetHod*^, work Rcci'ence, »rd nace of work: 
(?) making them personally le^pcns^Hc thmr (3) showH* them how 

their tasks contribute to the product, and f4) giving r^^em feed-back 

on their pcrformanct* Vfore ^ivmg it fo .suT>criors. to enable them to 
contfnuaPy improve t^^ir r>efform«nce. 

An enriched icb is to he or'e of the most motivating factois. 
Introduction of a job cnric*^^^rl programme m A. T. A T. reduced labour 
turnover by 27 cent, u*'d securrd a cost savir? of 551 OCO. Motorola had 
workers put to^ett'cr a'^d test an by "msclves : Volvo and Saab 

two Swedish automoh'^e ccrr*'o-ms, had parts brou^,ht to the c ?r and insta- 
lled by semhauto^'^mous wor’^ers ; C?dna 2 at'^ndoned some of its small 
assembly lines in favour of each wor^'^r one connVte part ; Bh:^rat 

Heavy Electricals I/d. (BHEL», Fanchi. India, introduced a pro-romme in 
1978 to help workers in one of its larirc departments, to be mulrl-ski^led 
operators. All these Job Fnrir|^irr»^nt Programmes reported sari«fRCtorv and 
encouraging results. 

It may be tme that, for various reasons, it m^v not be no'isible for 
every management to introduce job enrichment in their nresent work oroani- 
sation. But it roust be emphasized that they sbouM a sincere attemot 
to introduce job enrichment wherever practicable for this will develop a 
positive attitude among employees and motivate them for hipher performance. 

Worker Participation in Management : Social scientists and resear- 
chers like Dr. McGregor and others have complained that traditional mana- 
gement practices are not conducive to employee motivation. According to Dr. 
McGregor (Theory X), traditional managers assumed people in general 
try to avoid work if possible ; do not accept responsibility ; do not have any 
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crci^Hve abilities, and are content with maximum rossthle, monetary rewards, 
Tbev, therefore, thought it necessary to direct. si}y>crvise and control them m 
order to secTjpre thesr contrlhution to the enterprise objectives As a result 
lahoT^r management relations have often been characterized by non-co onera- 
tion, frequently leading to go slow» work-to rule, strikes^ lock-out. and 
occasional destruction of property, 

la Dr. Mcfjrcgor’s view^ the assumptions of traditional managers 
alsoiit emoloyee nature and behaviour arc not correct. According to him 
(Theory Y), employees, in rcncral, like to work if conditions arc favourable ; 
they not onlv accep t but also seek rcsponsiMllty ; they are capable of sclf- 
cantrol ; many of (hem posses high dcgtec of imagiaatioo, ingenuity and 
cs'e.afbdty In fhc solution of oiganisational prohkms, but traditional managers 
5?o^ tried to utilize their potential abilities. 

In order to release these abilities and to motivate employees. Dr Me 
rire5*or suggested the rechnique and philosophy of Worker Participation in 
^^anagement. This consists in a genuine faith In human nature and behaviour 
as perceived bv Theon V, that fs, employees do have better knowledge and 
ideas about how jobs might be done better, easier and cheaper , and older 
workers j»re wilbnig to impnrt tb^se ideas to new workers & get o kick out of 
this o^-ovyes thtrr w!tb non-material incentives which satisfy such 
nreds recof^pltlon of one’s abilities and a sense of accompHshment, which 
DO monetar:^ lnrj*nt?res can satisfy. 

The fore going was first offered as a practical plan by Joseph Scanlan 
m for st^l and mgineenn^^ factories ;ind is now known as Scanlon 

for woikr- n*>.rtiiri nation in management. Under this plan, the manage- 
TTient up « Production rommlttec in each dcpartmrnt and a Greening 
Committee fo- ?he whole unit, on which there ?s an equal number of rcpresc- 
of c^ma^emert and workers. Alt ms — Wo risers or m m^gc- 

mpu^V -are brot.^fiht before these committees, are freely discussed, and 
drrisioD^ are ma^e, not by a majority vote, but by unanimous acceptance. 
In addition to wa??cs nnd salaries, monetary incentives are given to all from 
the managing? director to the sweeper— on the basis of saving- made through 
reduction in cos^s. Workers are in<*ormed and consulted on all matters and 
specially on matters which affect them directly such as a change in layout or 
in methods of production, to make or to buv, to spend more on research 

f*C, 

The workinR of the Scanlon Plan in a large number of such diverse 
industries as furniture, steel fabrication, printing radio, televirion etc. and In 

cr.moanies ranging in size from 600 to 6000 emolosees. indicates that it has 

ulil led expectations of Us advocates. Workers in these companies have 
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fund work interesting ; the informal group atmoBhcie provides social satis* 
faction which is usually denied elsewhere ; and the managerial climate highly 
motivating. 

In sure, both sodal sdentisti and democratically minded managers 
tend to recognize motivating power of worker participation in management 
This, however, Ooei not mean that there arc no di|&« itles in initiating or 
implementing such a plan. There may be reluctance, hesitation or even resis- 
tance on the part of the management of the unions, initially, to such plan ; 
but, with good will on both sides, it should not be dlfBcult to make it a 
lucoeas. 

Group Dynamics : In many business organisations, today, decisions 
are taken by » mall groups at top management level; dccesions as regards 
their implementation are also made by small groups, particularly informal 
groups of workers which, according to social scientists, develop spontaneou- 
sly in every organisation. These groups mobilize powerful forces which have 
far reaching ejOfccts on the behaviour of individual members of a group- 
Managements may make use of such groups for solving problems, by adop 
-ting, say, the technique of Brain Storming < Ref Stud> Note 1). However, 
informal groups can also create problems for managements e g. by restricting 
output Of by resisting desirable changes. 

Group Dynamics is concerned with the nature of dynamism in a 
group, that is, with the nature of the process by which a group can be made 
to adopt a new idea or a change desired by management Understanding the 
process of group dynamics can increase chances of securing support of a 
group in implementing a change. 

Kurt Le'win demonstrated to Government authorities in Great Britain 
during the Second World War, how a new idea became effective only when a 
group accepted it : Food Department was anxious to change old food habits 
during the War, and to pursuade housewives to use new types of food made 
available by the department. It had tried the conventional method of making 
appeals through the B B. C, newspapers and handouts, without success. 
Lewin decided to try the technique of group dynamics to bring about an 
acceptance of the change: He incited housewives for his experiment and 
divided them Into six groups. In three groups, lectures were delivered which 
high-lighted the problem of good food with war effort and emphasize 
nutritive and economic advantages of recommended food items, in the other 
three groups, discussions were held on the use of the new food itmes. A 
follow-up study showed that only 3 per cent of the housewives who heard the 
lectures served the new food items,, whereas as many as 32 per cent of 
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housewives who had participated in group discussions, served these items. 
The implication of this experiment was that, if a change in work-habit has to 
be made, mere talking and explaning the need for such a change, do not 
necessarily bring about Its acceptance. Group discussions arc likely to be 
more effective in making a group accept the desired change. 

GROUP DYNAMICS 

In every organisation, there are several groups which are small enough 
for face to face interaction and communication. There arc groups of many 
kinds, viz. Primary groups, secondary groups, formal groups and informal 
groups. 

Among formal groups come the command groups and the task 
groups. A command group consists of managers and his inuncdiatc 
subordinates The roles and relaiionsbips among the members of tlus 
group arc determined by the organisation. In a task gioup, uieriibers 
formally work together to carry out specific tasks as in the case of a 
committee. 

Informal groups emerge spontaneously wdtbin an organisation There 
have been classified into (i) an crganisaiion unit grouD (ii) a friend'.hip 
group, and (vti) an interest or a pressure group. The first of these consists 
of indivicuaK workir.g together as a unit under one manager ; the frien- 
dship groups On the otlier hand, cut across the formal groups, and their 
members belong to different formal groups within the ergani'-ation an 
mtcrest groop is formed to protect the interest of its members. 

Informal groups serve to satisfy the social and psychological needs 
of thicr members which cannot be satisfied in a formal group. Mcnibtrs 
of an informal group share common inltrest ana vaiuc^. Lach one iiiHu- 
entes and is infiaenced by his group. An informal group evolvc^i its own 
norms of behaviour and output. They arc more often different fium ihose 
set up by the formal group. 

Group Dynamics : The term group dynamics refers to the complex 
of forces that determine the formation of an informal group, its size, 
cohesiveness, interaction and behaviour. This concept was dt’ch ptd 
by Kurt Lewin who carried out extensive stucies of such group'- in iiuriT- 
eds of organi>ations. Based on this research, be devcieped a frame work 
for anal)sis of sm^U groups and their d>namics. It includes xVk follow- 
ing : 
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1 inputs to Group process : Group composition and group structure. 

2. Group processes and Behaviour : Group communication process, group 
decision- making process, process of ^roup cohesiveness, and process 
of resolving group conflict. 

3. Oioput of group processes : Group development, individual development 
and organisational development. 

it is proposed to describe briefly these three dimension of group dynamics. 
Inputs to Group Processes and Behaviour. 

Suture of the Task and Environment : Both these elemerls are 
determined bv the organisLJiion and the group has no control over them. 
T he whole (3sk of the organisation is divided into a number of jobs and 
"ub tasks depending on the type of technology. The group has to accept 
these ns given and carry out the tasks assigned to it. The environment cf 
the group includes the forma! oiganisation structure, management policies 
jiiui practices, leadership it>les etc 

Group Composition : The members who form an informal group 
because of common Ukes. interests etc bring with ihein their beliefs attitudes, 
a-piratjons and abilities, '‘hese factors naturally interact and modify the 
aiiitiklc and behaviour of the gioup In short, group behaviour is determined 
by comp/ositioa. 

Grrup Sifucture : It i elates to its size, the pattern of roles and 
reSaiionship ol members, group leadership pattern and the pattern of norms 
Oi group bthaviour. 

Group Froces.scs and Behaviour : Group processes and behaviour 
constitute the \ital links between group inputs and outputs. 

Group Communication process : Communication is the means ot 
interaction b) which the group members are able to relate and adjust them- 
selves to each other. Members exchange their fellings, hopes and fears on a 
cortiniious basis and this helps to bring about congruance of the group 
member^ on one hand and task performance on the other. 

Group Decision Making or Problem Sofvimr : Genuine group discuss- 
ions for decision making is a democratic and participative process. It helps 
to arrive at better quality decisions and cooperative implementation of such 
decisions. As regards problem solving, many studies have shown that group 
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■olntkws to probtoma tea4 to be lome what better tfttn iodhridMl i 
This is possible bectoie grofop members brlet new Infnrmstloii oo the 
problem ead generate more aMemative solniioiia. 

Group CoAestveness Process : Oronp cohcslvoMSS may be <*«*«*»< as 
the degree of attraction the members have for die group. It Is an loiNirtaot 
indicator of hov moch influience the groep as a whole has over ladivldnat 
members. Ihe more cohesive the groop, the greatss the poleattal fattwme* 
of the group. Highly cohedve groiqn have often less tension, misimden- 
standing and hostdiiy than non>cobcsive gronps. For this reason they ate 
potentially more productive than non*cobesive groups. 

Extensive research has revealed the factors which inflomce cofaesivo- 
ness of groups, the more important of these are ; 

1. A small size group has greater cobesivencss. 

2. A group whose members have equal status is more cohesive. 

3. A group in which members are highly interacring Is more cohesive. 

4. iSlable external environmental conditions are condusive to continuity 

of occhesiveness. 

5. Repeated success in the achievement of individual and group goals 

leads to greaser group cohesiveoess. 

Group colics \vencss has great influence on the behaviour of membes. 
it provides members a strong motivation for achieving higher productivity 
and sustaining U at the higher level. 

Process of Resolving Group Conflicts ; Conflicts are inevitable in all 
groups because of difference of values, goals and perceptions. However, 
when the members have the common purpose of achieving the goals and thu 
standards set up by the organisation, conflict is constructive; conflict 
situations provide opportunities for creative ideas and innovations. Th# 
result is greater productivity and higher satisfaction for group members. 

Output of Group Processes and Behaviour : Healthy group processes 
help group development, individual development and organisational develop* 
meat. Healthy group development will lead to increase group productivity 
and greater satisfactlpn. It will also bring about a favourable change in 
the attitude of the individual members towards their work, towards managers. 
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towards the (organisation, and towards its objectives and goals. Finally, 
healthy development of all groups in the organisation will increase the ability 
of the organisation to adapt itself to frequent environmental changes. 

An understanding of and an insight into the nature of the group 
processes will go a long way in helping managers to ensure that the informal 
groups work with him and iK)t against him, to achieve the objectives and the 
goals of the organisation. 
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COMMUNICATION 

Intimately connected with the function of directing, is the element of 
communication, In fact, communication is essential for the whole management 
process ; and yet, its importance has come to be recognized only recently. 

The American Society of Training Directors has defined communication 
as “the technique of thought of information to bring about mutual under 
standing and confidence of good human relations’", Newman and Sumer have 
defined it as “an exchange of facts, ideas and opinions or emotions by two 
persons”. In short, communication is ment by which behaviour is modified, 
change is effected, information is made productive, and goals are achieved. 

Chester Barnard was perhaps, the first best known author who gave 
serious consideration to communication in large scale enterprises ; he viewed 
it as the means by which people were linked together in organisation in order 
to achieve a common purpose. Group activity is impossible without commu- 
nication as, without it co-ordination and change cannot be effected. 

During the last thirty years or so, social scientists have started empha- 
sizing human aspect of communication. As a result, they have been able to 
throw light on important aspects of communication in business organisation, 
previously unknown to traditional managers. Traditional managers believed 
only in communication of orders and did not realize the need for, and 
importance of, communicating other useful information to employees ; they 
did note ralize that communication isatwo-w^ay process : that there must 
also beupw'ard communication from employees to managers and that it is their 
responsibility to encourage it. Further, they did not know that as in technical 
communication there are obstacles or barriers to human comniunication and 
they must identify them and endeavour to remove them. 

Manaj^ement Information System (MIS) 

Management information system may be stated to be a systematised 
cyclic pattern of communication ; and it may be briefly defined as the systems 
method of bonding managed functions (components or sub systems), through 
the medium of information. In other words, MIS is an information system 
designed to fulfil common needs of the operations system of an enterprise. 

There are three teams viz, Management, Information and System, 
Management is the core 

Information is processed data and is a unit of knowledge which is 
meaningful to a manager ; information has three built-in elements : 

i) a ^‘surprise” element — carrying new knowledge ; 

ii) an ‘uncertainty’ element — calling for action in further probe or alter 
native choice ; 
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Niii) a ‘^deviant” cUmtnl— needing action to restore wncels on the back 
A system has to perform and is a means lo an end ; ihcre axe lour 
essential elements in a system : 

(i) a number of variables which, themselves in a state of flux, ^hape the 

sy^fcni tlvnamiC' ; 

(ii) a subsisting inter relationship between the variables ; 

(in) a purpose that the system is designed to accomplish ; 

liv) a direction that the system should follow in its progress to the designed 
purpose 

Tn order to yield its output, a system must be fed with inputs ; these 
are the variables that enter the system, from within itself and/or from outer 
environments. 

For efficient discharge of management functions, managements at every 
level, need vital information— with speed, brevity, relevance, precision and 
economy. MlS has the formidable task of processine Incoherent 

communication (data and knowledge) generated in an enrerpiise, sv'^temati'.c it 
and feed it to every level of management as an aid in its ta: ks and functions. 
Cybernetics : 

Cybtrrctics refers to the science communication and control; an 
important, modem cybernetic device is the computer, cvberretics are based on 
feed-back, control and rtgol.'ilirn. IncssM.ee. it ist he systematic effort to 
reach a stage of stable condition, by adjustments made through feeding back 
into the controlling system of relevant information, obtained from its inter* 
action within itsfelf and/or with outer environments. 

Investigations have identified reparate types of communication pro- 
blems : 

(i) “TechnicaV’ problem of how accurately symbols may be tran’^mltled . 

(ii) ‘Semantic?.” problem of how precisely the transmitted symbols can 
convey a desired meaning ; 

(III) “EfTectiveness” problem of how well the transmitted meaning affects 
conduct of an enterprise. 

Tim*. lag in management control processes demonstrates the need of 
future-directed control, if control is to be tfftetive What managers need for 
effective control, is a system that will tell them, in time to take corrective 
action, that problems will ari^e if something is not done about them, now. 

Present day managers arc getting progressively conscious about the 
foregoing 

Canmiuni cation Process in Management : Inter personal communica- 
tion was t'crcitxcd a-, one-way communication in which information pt S<^cd 
from one per? on to another vdinout feed back. To a traditional manager. 
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commumcaiiott consTjjted of his seodiog orders to his subordinates withovt 
any attempt to know latter's response. Eiperience has, however, taught him? 
that without the response, communicator process is not complete, and the 
purpose of such communication via, r of achieving mutual understanding 
and confidence between the manager and the employee will not be accompli 
shed 'aithoui communication from the employee. 

Oral Communication : Oral communication is very ficquently used by 
supervisors on the shop floor and by middle levd managers. Top level 
executives, however, use it occasionally. Ibe more commonly used fornw 
arc face to face varbal orders, Ulephones, public addftss system, speeches at 
conferences and meetings. 

Many executives regard oral communication as superior to a wrillee 
one since it not only saves time, tat also provides a basis for belter ondeia- 
taading. This Is very true with face to face communication, which gives eadt 
party an opportunity to respond directly to the other. Dbagreemmt dissen-^ 
sion, fear, tension and anger can often be eliminated by solving the problem 
on the spot ; this give and take provides each participant a basis for clarify- 
ing his position and getting a first hand view of that held by the other. In 
addition, it provides the sender an opportunity to note body language, such 
as gestures, tone of voice, facial expiession, thereby obtaining a more com- 
plete foed back than h available in any other form of oral communication ; 
this Is why it has been said that how a person says is an important as whal 
he says. 

In spite of its advantages, face to face communication cannot be used 
on all occasions. hen an executive has to pass on orders or infoinsatioii 
to a large number of persons or to persons stiuated at diffetent places, face to 
face communication is not possible. Again, if the orders are to remam in 
foice foi a long time, it is not suitable. Further, as there is nothing on 
record, both parties may deny having said something. 

Written Communication : Orders and information can also be oommu* 
nicated to employees through memos, drcnlan, notices on boards, posteix 
oiganbation manuals, bouse journab etc. One ndvanliie of such written 
communication b that It serves as a permanent and n lellafale record ; as Che 
Chinese proverb says, ^Mhe palest ink b dearer fliia the best memory*’. 
Aoothei advantage is that a written oommonicniioii has to be predte and 
more carefully prepared than oral one^ ns tbert b no opportunby for explana- 
tion. Thirdly, if a message has to go throngfa many persons, writing provides 
protection against transmission tosses and dblordont. biact, wiMeo omnsan- 
nication b always preCemd wheaadltadiva ooaiaiH dililbid lastr adiDna that 
are too lengthy to be trusted to oral ooaMMbafiM It h Med 
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for pr op i i i Mi;' .;attiyments» legal docnments, policy statements, organisation 
and prooednre nstnuals, advertising and public relations announcements, and 
for many other important matters. 

There are, however, oert^ drawbacks of written communfeation. 
Although there is the opportunity to be precise and accurate fat composing a 
message, one often comes across messages which are confused, ambiguous, or 
not dear ; this thoi requites written or oral clarifications wlricb, apart from 
being time consuming, may make the ultimate message expensive and confu- 
sed ; secondly, it tends to be rigid and may have a tendency to turn into red 
tape. 
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IV 

DOWNWARD COMMUNICATION WITH EMPLOYEES 

Orders and instructions-oral and written art only a part, though an 
important one. of an organisation*8 total system of communication. A more 
important part is the information about the company's past achievements and 
future problems, its product, its manufacturing processes. Information about 
company'i policies regarding recruitment, promotion, welfare facilities ; also 
information about fellow workers, their sports and extra curricular activities^ 
their achievements and such other social matters. 

Social Science researchers have shown that regular provision of such 
information helps to create, among the employees, a sense of belonging and 
hence a feeling of loyalty to the organisation, an active interest in their work, 
and in the work of others. All this tends to induce them to co-operate enth- 
usiastically with the management in achieving the company's objective and 
goals. 

Media for Downward Communication : Large organisations having 
been convinced of the need for and advantages of systematic donward com- 
munication, are using different media such as : (Ij Employee Handbook, 
(2) Organisation Manual, (3; House, Journal and c4) Annual Report to 
Employees. 

Employee Handbook : Some companies have been following the 
practice of Issuing this handbook to every new managerial employee when he 
joins the organisation. It contains history of the company, its past achieve- 
ments, its important personalities, its present posit on its products facilities 
to employees etc. 

Organisation Manual : It describes the organisation structure, all 
managerial positions, lines of promotion, extent of their authority and respo- 
nsibility, nature of the relationship of each with all other positions. 

House Journal : It is generally a periodical publication which comm- 
unicates personal information about members, that is information about 
promotions, transfers, retirements, marriages, births, achievements of comp- 
any teams in sports, in drama, Bhajan Competitions, and occasionally about 
views of employees about the company and the management. 

Annual Reports : A few American and British Companies have recen- 
tly started the practice of issuing Annual Reports to their employees along 
with the Sharehoideta. Thb gives employees authentic reports aoout working 
results and financial position of the company particularly about the.profiL 
This helps Co prevent circulation of false rumours about position of profits, 
management's policy regarding bonus, etc. 
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Evaluation of Effectiveness of Downward Communication : 

One test of its effectiveness is degree of Improvement in general per- 
formance of employees on their jobs at all levels. In more concrete terms* it 
means how far improvements in the operative objectives— improvements in 
machine, material and labour productivity of the company have been achieved. 

As it is not practicable to separate exact contribution of a communica- 
tion system to the operative objectives* it is necessary to look for other effects 
which can be specifically measured. 

Personnel Measurements : One such direct measure is statistics of 
absenteeism, late-coming, and even incidence of accidents and injuries, parti- 
cularly when then these have been objects of extensive communicatication 
campaigns. 

Opinion and Attitude Survey : A popular method used in the United 
States for assessing results of a communication campaign, is Opinion and 
Attitude Survey. In this method, at first a survey is taken to find out bow 
employees feel about a particular subject, as for example, walfare facilities, 
promotion policy etc. An intensive communication campaign is then launched 
to improve their knowledge, opinion and attitude about the subject ; another 
survey is then conducted to find out me degree of change with has been 
brought about as a result of the campaign. 

Informal Channels of Communication : In addition to the formal 
channels of communication indicated so far, mere are also informal channels. 
As has been pointed out (in Study Note 3), informal groups develop spontan* 
cously in formal organisation. Naturally, members of one informal group 
pass on information to other members, as well as to other informal groups. 
The net-work so formed is called a Grapevine. 

A grapevine, not being a formal channel, is structureless and for that 
reason information passes through it in all directions and with unusual speed. 
It comes to life, starts buzzing, when a member of an informal group comes 
in possession of some information in some way connected with the organi- 
sation ; he passes it on to the leader of his group, who in turn, passes it to 
leaders of other informal groups or trusted persons and so on, till it reaches 
all members of the organisation in a short time. 

A grapevine thrives on information not openly available to the entire 
group, either because it is regarded as confidential or because formal lines of 
communication are inadequate to disperse it, or because it is of a kind that 
would never be formally disclosed. 

Even though a grapevine works much faster than official channels, it 
tends to be inaccurate. It passes on factual information mixed with private 
speculation, and as the message passes form person to person, it is progress 
lively distorted. 
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a islioui^ uy bc> uiii iL 

He cm Icam ihki -^^^vutc, winhi urn sudordiukitcs tujiu 

Also ftbOikC is m Qit.' Ofc^LiilSkUUii. Hc (Jckii &Ci»*CJik 

thutt ^tLni tiLaokSy oy pit'ScLii,i4ig cokicci li&cis. rte Qiu 

al&o ast It Lo sL^kti> u^iisi>k^ Akow'k kiKiUi v/ieica a^ kJigai aoi to 
make aa oMckti st^iiCiiULik'i. 

Vi>w 2 iC Cijifiii»ii*CK*CLkiOii I Hikk lakkity o^jj^aaiskdikkis aao coycek- 

tialtd they' cilo^ tS Ciu la ta^. ^oubciiiws la^ meclikkWu <^k 

dOWXjkWa'iii COJuikitl^jkClbltl'Ok ^ \Li'>L^ V*wk 4 ^ LkOb kVCLi luWialC Oi ktl'Cwi kiu^k ikLiCU 

Ok upward coyiakaalcii^ijLtuU. iw i2io ci^caiu;.^! ocvutt oi iacijuiosiatic coduos 

which aZiSkCica iki^Lik tLkU OakL^iisco taL Vaiuc oi upv^aro caLUuiiiaii'^ 

catiok Oi Oi '■s'ct;d“0 &cu. vvaiiii ioi tk:Lia^ik,, wa^/i^ a laciLausi&hi Is 

seC t'p i*i 10 HiavatpAiii wciupt-avsiio iu a io^li av laLi, Hm^vci is iaat, it odu 
whcc ’the ii.c;*,ual feOw* fcjovc or ociOv/ lai. cfiuivu VO®?, Ok cab 

2 UifoxLuiL*ic-.j £4^ pi.Oi*!»jfik<iy icp'orwCCi, O'kiiO tae coa^uI'Oi LiwCaLiitsiui kiaLixcciibk 4 .dy 
sets ili ILUiiwL. appLCpiiwiC acaok 10 oi'ikg 'uiC .-^CLapwra^UkC oacic iO tilC 
datk^Li. 

Citid tl€t(X O) Uif\^UiO, k^OuVJiMinCiiikOn hi MUtM^eiUCht I 
Ilk ai* oigai'isadokij a iiiaiiagiviL a^us o^rcksu StauCuaiio. oi ptriOii/iLkte, iJit.’ itvc 
scvciiZy dCi5,rc^ sciiikg on u tkjiauoca.v. V/ncu cOw oo^ioiiioy Wiiam ais 
of EcspOiisiOtiiky OcVikitc ikiLi j^koiy tkoia tacse scfc/juGLVGS, Lk kCiiou cyCiC hjtjj 
be lauiuied thiouga ookimiik^ckuoy, kbo lac lUiOiLoaiioa reocaiiig lau, uaak- 
gei gUcs Giiik aa op^or».iikkLS lOi coucc^ivc kCwioa. nc tayuot. e^kC^CiSiw cokkr^^i 

WiiLO'ili saoii ikioikliauuk, fc-kU UC CkjuLOC GO k tOLwpiCie jOi> Oa Aai.akg^g 

wlthOi:i jckUoiliLg. 

Thcic £i:is Ot'ck a p*ogfcv.:»SkVG ttkoekcy *.ov/t-fGS Gc;a,gkiioa aao tieesy" 
tzalbaaok ia iUgw; oigL^ittavikki oct^asw 01 waur vLiioas oovaatk^es Ly^i 
paidtaiaby. as iw piovioww a \Vky out ok rcG-^sipo. iiov/cvi^i’, rjiikag-ciia* 
dclcgatiCk/uuceGwi'aibaCiok, uo kc^uncs, aoc>vc a^i, aocqaale iecci- 

back 01 upvaici coikumaiCavk^'a. 

IL o-gc’.,-.*saiiakv a cgaC* e^^tcukvc uras*. ki;.v«, suuc rciidoic 
machikc;^ io ikckw^kcoas, iwiiaoiic ai*o kccqcEwe la&oi Aaaaoa irom aia 

managers isrs «.»! iaiougaouik kat< Oi.gii<jiiSii(Liou. li is %/cii 

.kaowB dkki ci'Gc::! ijLU^k^vawi^is Lkcy uot oc cokipiico wiia ua^oiauuvauy 
oi usiiroiuilyw j'iLC«.aaic iO oasic uccaSaOJ, (.0 ins«.rucwioGs 

givcii, 'c uuiioiscckbAC aakiu^ WwCjfiULkv^s, or bO ckakgcu cxircmiisikiiocs i 

ibis rsiay asiccsukuic c iiic.pp*uksai o« dcckcsioa auc or piograLaiacs oased 
CG it. ^ ciscwGavc kccuvcs rcjiajie iaiOiiaak.ioa irom beiow, caa 

he weigh rt^alcs, make i-cv/ dcc'isiojs, assuc aevv liiSwiuciiojs or ca^e waaiever 
oihe; aclicGS he sets at, 

Deviccs ./i^/ L^ccU’^bcck : One oi Lie mosk wOiaaicOiiy ujea debiccs is 
Periodic RepOkis ifcm saboidmaies. ia^je piovioc miotiuauou wiiicii may 
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^ Md to fficasait; (Wifot'manoe^ cunttoi sc^ tht Mtdh of both iong 
Mfm planiaki&g aiid caitoil acihed^licig ot s^otjL, caecK 'coiLilomMUx^ct mih orga- 
i&isalioflLal poKuei^ and piocedttf««» mformaaon o£ special interest 

1 ;-: impofjauce, of f&diitate ^o-oidinaiicm oi vviOel) scpii.a';Lii opcratiions, 

0 / RepOi.:,: Reports ixuy cia^si&ea mtc three categories 
according io pcrpobc, ^ 12 ;, ii ; Petfonik&a^c aad Couiroi Rcpurai^ (2^ Pianning 
Reposts, aLU (Ji; information Reporr^. £hc may also oc grouped as 
Regul&i^, '{2) Special, or a&i. ;i) Statisiicak, (2; financial, and 

{Zj i'^aiiaiive Repot u;« 

Liim:^uc»iiS o/ Repa^^^ . As repoi;^ o^igia^itc iiom a number of centres 
the organisation, necessary io muiipte:. tbemror use* ^fthe management 
Dniortoaiciy, however; as reports uuw^ve disiofdoiis may ciccp in 

ac each icvci. lii. no assu:mscc tha*. mi ai/^cworthy 9/dl be ^iported. 
£^or a paitiwuiai pokier, an item mciOcucc may oe signihcance, 

or J he has not steoog:&phic uk cicifiCai.k assis^anre, nc may hui it oi&cult to 
prepare rcpoM'.s., often aU uACc^lite may not kno^' noiv to prepare 

reports, how v>i *<vhy they MZi usco, o.' whether they arc used at ali : ht will 
then have L^itie mucaOve tck picparirkg his .eporoi. 

Oisiotiiokis in :«.pofis may be commoniy due to i canons :. (1} Fear 

oi authorilyv and ^2]1 to maae ra/<^u,kabiic iCipit‘s^ion«t 

Dijrar* fOru Jk/ 16 ftfur One viiy couinion psychoiogicai obstacle to 
faithful <epo«tmg is fear o& the boss^ leai oi displeasing the boss of not being 
promotcG Oi lui being fired. A ^aboidmate may often have to choose 
betweciii fcpoaimg v.hai may be mieipietcd as his iaUuie^ and caking a chance 
on keeping the mfoimaiioa under covei idefiniteiy ; he may tiuccumb to the 
latter teinpta.mn ana omit the ofiendmg Iniormatioii inom his report 

JjistOitiOu^ due to Desite io nuikv a Iu*\o^tuble ImptajsiCih , Another 
psychological obsiacle is ihc almosw jmvcit;al numau desire tc make a favour'^ 
able impitssivn on the supeiioi, £Lnd ku^epuil only those tnings that a superior 
wants CO heat. A good showing, although ^mali^ is easily a>nfused with a 
big showing^ and the reporter n, tempted tu magnify minute details of his 
accomplishments ; or events tha;. may be ^nltrpreted to, fkilures. if reported at 
aU» aie akilfuily understated and deftly sandwiched between successes. 

A cnief eaecudve scanning reports or nis managers must, therefore, 
keep in mind possibility of disloitions. Further, to gel a ucrrect perspective 
of depaitmeiital performance, he tnust e/oht, with the help of his stajSTspeci- 
aiisti. appropriate Criteria or ratiors to test validity oihti wisc ol the inlcrma* 
lion presented in the reports. 

Upward Communication /rum ihe Ramc arid jJ Employees : An 
essentia! feature of communication from cmpio^eci: that there should be 
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both channels and opportunities^ as well as, motivation for them to initrate 
communication to their immediate superiors and to those at higher levels in 
the organisation. Social Scientists have shown that upward communicatioo 
has important functions, such as the following ; 

(1) It serves as a measure of effectiveness of downward communication. 

(2) It provides management with the needed intangible information for 
decibion-making. information which no reports can provide, 

H) Tt helps employees relieve prcsnres and frustrations of work^situations. 

(4) It gives employees a sense of participation in management. 

Tt is a matter of common knowledge that subordinates know many 
things that a superior needs to know but docs not know. Tt may be the 
knowledge of a current, developing or a potential problem in the superior's 
area of responsibility, or it may be factual information, or creative ideas 
that could help solve a problem ; it ma> be a feeling of personal satisfaction 
or dissatisfaction with some situation about which the superior is unaware, 
but which may be affecting the subordinates* motivation or his ability to 
work effectively. However, it is almost axiomatic that subordinates are 
generally reluctant to talk freely and frankly to their superiors. 

Barriers to Communication : As a result of recent technological 
developments, many electrical and electronic devices are now available for 
communication with high speed, between persons separated by long distan- 
ces, And yet, it must be submitted that this has not brought about com- 
plete understanding between them on many issues. This is true also about 
managements and employees in many organisations. If communication is to 
achieve its purpose, it is necessary for managements to know the barriers or 
obstacles which hamper communication, and to hnd out ways and means to 
remove these obstacles. Some of these barriers have been identified and these 
incluc'e the following : 

Status Barriers ; Each organisation has some kind of status system, 
wherby each individual acquires a status or value in the eyes of others. 
Apparently, some individuals have higher status and some lower satus. 
Generally, persons of higher status do dot take freely with those of lower 
status, and those with lower status do not feel free with their superiors, and 
pass on only what superiors would like to hear, keeping back unpleasant 
facts 

Somantic or Language Barriers : Words and symbols arc used to 
communicate facts and feelings. Normally, they serve this purpose very wcU. 
But often, the same word may mean diSereot things to different persons 
depending on their perception due to differences in their family background. 
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cdttcatioii iy0rk experience. For exaifipte, words like proAti, VBfbn demni 
nds, workers, eomplaints, participation etc. majf meanf One tli&ik4o « nanag^ 
and quite another to a worker. 

Barrier of Indifferent Attention : A manager is often likely to give 
only pcrfuhctory attentian to a communication from subordinate, when 
he is pre-o^pled with other < more important matters. * He may not try to 
**tune into the same wave length as that of the speaker” ; wfaat be receives 
then is a superficial me:isage and not what is on the speaker*8 mind and 
what he has been trying to communicate. 

Barrier due to Premature Evaluation : There is a genera) tendency 
when receiving a communication, to prematurely evaluate it. rather than to 
keep an open mind during the interchange. This stops complete transfer of 
information and leaves the lender with a sense of futility. 

Barriers due to Non- fulfilment of Expectatiom: When an employee 
communicates to his superior or vice versa, the coranunlcator has some expe- 
ctations about some action on the part of the listener. However, if he finds, 
on a number of occasions^ that no action has been taken nor has be been 
explained why no aciioti could be taken, or when it would be taken, the 
speaker mav stop commutkicating in future. 

Individual M(mjger\s Responsibility to overcome Barriers : The 
foregoing discussion abc>ut barriers to communication would suggest that the 
individual manager, whose responsibility it is to promote communications 
from sufeordiustts. can bimseS^ taken certain steps to overcome barriers. 
As regards natm barrier, he shouM deemphasize the notion of his status, 
when communicatiog with subordinates. As regards language barrier, he 
sbo^’ld trv to avoid the words which are likely to mean different things to 
sub^^^dinates, or take care to explain to them the meaning he has in mind. 
Thirdly he should develop skill in cmpathctic listening, that is. the manner 
of listening which encourages the speaker to speak franklj, to unburden 
himself. Similarly, he should make a conscious effort to keep an kpen 
mind while listening and not to come to any conclusion unti] he has heard 
the whole story. Finally, after having listened to the employee «;nd made 
his decision, he should take appropriate actiod and inform the employee 
about it within a reasonable time. 

Special Aids for Overcoming Barriers t In addition to efforfe by 
individual managers, top management should also initiate measures, both 
informal and formal, to promote free and frank upward communication by 
employees. Informil measures include (1) Open-door Policy, and (2> Parti- 
cipation in social functions ; formal measures include (i) Suggestion prog- 
rammes, and (2) Personnel Counselling. 


I/P.P.M, VI 


( 181 ) 



Informal Measures ’ 

Open-door Policy: uo iofonaod thtt their immediato 

6 i]perton will welcome dlscuseicm off Ibeif c»the jfob as well oi off the Job 
problems^ and that their doow are open for snch dbcossion. This policy 
appears to be attractive in theory but has not proved very effective in 
practice. Subordinates are fenerally reluctant to go to their superiors beca- 
use of many psychological barriers ; some employees feel that expressing 
true feelinis about company matters to superiors is dangerous ; others feel 
that any disagreement with the boss might block promotion ; others are con- 
vinced that the management is iust not Interested in employee problems. Till 
these fears and doubts are removed and a climate of mntuaf understanding is 
established, an open-door policy is not likely to be much effective. 

Partiewation in Social Fmdions f fnformal recreational events or 
social functions, like n Drama Hviort$ Meet or Fonnder’p Dav cekbration 
provide superb for unplanned communications from employees. 

This spontaneom informal iu/ormation shanug may reveal true conditions 
about employees’ problems and difficulties better than a formal upward 
communications system. 

Jt SuggesHor* : In the j?hsence of a 

formal programme for vpwarr! cpininunicatton. employees ronfin?^ themselves 
to general of ma^ageme-^.t as a or of departmental heads, or 

of immediate superiors. Thfc does rtot management becarjf. it is 

behind Its back «nd doe^. not it : neither doer ct benefit employees 

in any wf y. Bv inst?tss:sug 9 sugfcetion proy^-amme. mBrmemeni,on- 
the other hand, a rbei^enge to employees te their 

conatrnctrve suggestioT^s for Improving of erth'*ifv within the 

enterprise. 

A suggestion programme confer^ a number of benefits on the eniplo-^ 
yees. thero are r^^wards for anp^'^ved euggestirns "’/hich are of 

vahe to the company ; the rewards add fo the income of the worVers who 
receive them and this provides prim^^rv Inr cnt?ve to; constructive thinking. 
Secondly, there is personal sathfacticn which rraplcyee? derive from contri- 
buting ideas and seeing some of them adopted and put Into ure particnlairly 
80» when the suggestions in use are phown to visitors. Thirdly, an emploee 
gains a feeling that he is !n Integral part of the company : he is not doing 
a mere mnnua! yjh evsry dty^ but k a part of the erganisation. possessing 
a right to put forward his ideas and suggestions for iropreveroent. Fourthly, 
It makes an employee feel that he la Important and he is needed ? it makes 
10 difference whether he is skilled or unskilled: he has a right to make 
suggestions and Jf these are adopted, he gets that feeling of Importance which 
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eontributea to «elf*coiiifidence and Thera la alao an edneatUhial, 

aspect of a Suggestion Pfogimmme the emplo^ree begtos to learn moife iMf 
about the company ; he begins to find out arhy the company cannot do ak 
the things that he thinks it should ; and his general knpwleUge about the 
comnany and its problems expands. This helps to create m attitude of 
co-operation and resposistbility in Mm. 

Personnel Counselling^ z Prof. Elton Mayo and his aasocialea who 
conducted the famous Hawthorne Exoarlments, had interviewed^ as a part of 
their experiments^ more than twenty five tb.oFjsend of the company employe^* 
all of them once pnd some of them more than once. Information received io 
these interviews gave the comoeny an idea lo fomulate. on a permaskeait 
basis, a Personnel 

The essence r^f rjonnsclli^f^ is fhM n nuo^rlor mak?:®-a 

worker talk fr^.W n^at^ers P.Hont as wr*! sber?^' hSs 

personal his ctTupathctimlly^ 

that is, with a fe^vlne to contradicting 

whate»7cr statenerts the worker miffht make, ir- comr^oo thaS 

eveo. a carefiil and prudent T^orkcr nav h)?vc home • tbls 5r boijsnd 

to disturb his mind *JT»,d ho his Ip hound to he ^fferted hft half am 

hour’s tufbmp! chet with some ooe ^ho^'^t the take the ?oa4 

of?hb ramd. Epiiallv important ere the fec*orr conrf’‘u him ao 
indivi^Mnl et work and whKh wejy.h on h\r oi?v hr* that 

he h not on in fc?s job or rot mahine pro?p^ss or th^f h?s 

is not fnir to him. or th?t he hes been hyo'^sred hv e nz^^fer in promefeaL 
Some of these ^rTevne^ces m?v be ^^napin^ln^ nev^rthrFcPs t-hry are res’5 
and important to^th'^^ ;cdb,ddf’'nl cc‘rc«?rued. Thc'^ rro MVHv ^o b? r'^^?ngrrp.f.cdf 
and distorted slmpJv hec^urc tbo-.r® fees u-a for tbeir 
rcsoHt?on, The mejnent the^# jpre to a svmn^'tbetic^iiffeneRt 

they are mollified and there ir dipcb^^r^ve of emot^oncl rod rTP^Jooal elements^ 
from the mind. Aoi a result, adverse attmidcg jmnrove and the person feels 
a cathartic or releasing effect from ?r*ar?y Ioitk, pert- up feelmas. In fjhort, the 
worker obtains a certain fro^ r^'^h ar interview, and feels happy 
about it. 

Conmunicatinn w^th thf: Public : In addition to ron?n!!!nic«tion with 
its employees, public limited consn^nfes, oub??c utifiticF and manv social and 
charitable organisations spend coijsiderftbJle monev on communication with 
the public. Thb is because they reaibe that tbeir survival and growth depend 
on good-will and support of the public. In fact, this subject has assumed 
such importfince that many companies have separate PuMIc Rclatioitf 
department^ with responsibility to keep customers, dealers, suppliers, credilan 
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Md tenenl public informed, from time toUme. m to what they are doing 
or propose to do to protect and promote intere te of different sections of 
thepnblie. 

PidfUe Relatiom 


According to British Institute of Public Relations. Public Relations is 
*^e deliberate, planned and sustained efforts to establish and maintidn 
mutual understanding be^een an organisation and its public** ; another defi* 
nition is “the attempt by information, persuasion and adjustment to engineer 
public support for an activity, cause, movement or institution**. 

It is philosophy and a function ef top management and it involves 
continuing communication with the public, its basic elements being i 

(a) Presentation of the erganizatlonal image on the public mind ; 

(b) discovery of and elemination of, sourcas of misunderstanding ; 

(c) broadening of its sphere of influence. 


There has lately been a phenomenal growth in pultiic relations, which 
occupies a place of great importance in the operations of a business ; it is 
said that in U S.A., every three out of four large companies have fullfledged 
Public Relations Departments. 

Principal “publics** of a business enterprise and their interests, are : 


Shareholders 
Debentures holders 
Employees 

Consumers 

Suppliers 

Local authorities and 

Government. 

Community 


I Dividend, Bonus shares ; fair return, 
t Interest. 

: Fair Salaries and Wages, Bonus, Gratuity 
good working conditions, etc, 

: Quality products at resonable prices. 

: Regular purchase, prompt pa} ment. 

: Indirect and Direct taxes. 

I Welfare activities, protection and improve- 
ment of environment, etc. 


Good public Relations involves a happy blend amongst the foregoing, 
for it should be noted that true public relations has not so much In words, 
as in deeds, no amount of propaganda can win public goodwill for an 
enterprise, unless its actions are also in public interests 

It has been stated that “Public Relations is 90% doing good and 10% 
talking about it'*. And, a business enterprise must be to managed as to 
make the “public” good a “private** good of the enterprise. Unless Public 
Relations is condilbted properly, it is apt to be mistaken for propaganda. 
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Media and Methodi t These iodude— 

/ 

(1) Printed literatnre eg cbculacs, buOetins, journals. (2) Advertl* 
sements in Newspapers etc. (3) News releases, news items, (4) Handbills, 
Wallposters, (S) Exhibitions, (6) Films, dramas, cultural shows, (7> Invitation 
to citizens for visiting organisations. (8) Meetings, seminars, conferences 
on problems facing the public. (9) Partidpation in welfare projects of tiie 
community (10) Active part by senior executives in management of local 
public Instituticms. 
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V 

LEADERSHIP 

History is full of great leaders In all walks of life. They achieved 
great success because they were able to lift vision of their followen to higher 
sights, raise their performance to higher standards and build their personality 
beyond their normal limitations. As a consequence, it has become cornmon 
to talk of managers as leaders. Apparent!^, there are some points of similarity 
between the two. Both reouire certain basic qualities such as intelligence, 
initiative^ imagination, integrity etc.. ; both require a high degree of skill in 
in^cr-pcrsonal relations ; both have to perform the functions of setting goals 
mobilising resources, and insoiring and influencing people for effective 
nerf^nn?ncc. 

In of the above points of cimllaritv the two roles are distinct ; 

some Important points of foPow^j : 

A dero^es his power from hh organisation?! oo’S’O'on, and a^cent- 

hv his subordinates is not a nre-cond*t'on. A le.?der however, derives 
hi? power 'rom the fact of icceotence o^ h*s leed^j-’ship bv his followers. 

A. lender no* onW shaces hnt pIso reflects vabtes, P.soir^itiors ?»nd 
vij»wc; of bis fo!lo^"’*'S ! h?? on?v to shape ppd v^e's/s of hi** 

pnboTj^nat^^s \v order to eccomoH.'^b bis 

J.e? iershio is a oolitic?! nr^ee<^s of gjve nnd feVe, of compromise, of 
dinlonacv ?nd oerhapi ^-ven of duolioi^v. Mana^'cmeot. the otbor bend, 
1% Uohn^cab rational process, and e manager does ^ot have to resort to ?ive 
?ad lii!:* or comprise. 

Leaders ooer'^tc in r*n rne.tr’et?^red, open and flexible setting’, and can 
be pd hoc b? rT-oroeeh. As a'^ednst Tranc^ers have to operate jtj 

a fornals'^ rpiienii^d or<’rmi:satiora’ ^nd have to fp,nct!on under 

saver'll institutlor'^l r^s^ric^’ons. 

Lo^de^s '’re corc'‘rned mo’*e w'iib sari^fnetien of t^eir followers th^n 
fo their efficiency 3rd oroduciivitv : "On the other hand, managers normally, 
are corcerned more w^th pro luctivHy and efficiency of ^heir subordinates 
than th< if saJisfjcMon. 

Lca(h>rship in ^f!sine\,^ : Leadership is inlimatelv connected with a 
Tn'»n«eer’:» f'jnciion of cuv‘:cting : ability to lead efTectivelv one of the keys 
to being an effectUe manager. A manager, by carrying out his functions of 
planning organ zing siUiffing and contrcllina v/ill, no dcubt, get some results ; 
but these are hkdv to he f*iT inferior to whal could be achieved if be adds the 
cx^ra ing.edient of effective Uacershio. Leadership is also intimately 
connected with motivating whicn is an important aspect of a manager's 
job. 
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ImSership Defintd : An operational definition of leadership is that 
is an art^ir process of infiaendnn people so that tbe> will strive. wilLfnaly 
and enthnsitstically, with aeal tnd confidence, towards the achievesient of the 
gronp goals**. A leader gaides and halps a group attain ohieettvea with the 
roaximnin application of its capahilttias. Lilre a conductor of an orchestra, 
who ermtes a ce-ordinated naMsleal sfsnpboj^v through the integrated efforts 
of a large number of instnmentalistSi a mana|cr accomplifrbes goals of the 
organisation through the co-ordinat^^s efforts of the raemherfi of feto ^onp. 

Mature of Isf^df.r^hip : Rh^torr examples of wdlcscre per- 

formance in absence of leader? hip and auoerb perforin-'?nr:« ^ith it 
therefore follows that when a groi»p is irysrforaima at its pealt r^nabWties, 
there rr^ust he, at it-? he?.d some one who \? skilled *n the er? of hwdershlp^ 
Arccrdintg to fthii r.vps ??? n irdjcpr??’'r r/'?T’hif7»rtiop. 

at Ira^t three maio^ ; 

r!> abilMv to rh?*t Wn^rr, h.?5ve differinf* 

forrer f»i veyv^f'g ♦•me® ; 

f2) abi^?tv ♦o ?rsp*^e 9<nd 

'fS) aH!h>v eet e w*?”' wfM dev«?oo e nllnf^te for to 

pod pr<^T’sm.?r 

T^rdf’^rhiv I -nr th'^crle® of » 

ship, fn ♦he co^teTt f- of fo”? rre d^s^”®,rrd her^ * fh^5«p ^re 

Tr'fA* T^eor7^ r2^ '^he 7'^t5on^y, 

and (4> The or 

T^p Tf'^rf J Thi'? 'r thf' theor*^ ; firrt 

Dsvr.bofoffjrt^ s- brye rnd srccecpfr’ rf th^; 

S7crf ?s to. rim.f; TO'^erlyinq r*r/rro^flU7 *',P!rrers®vJ7f^^^iis. 

eT'^h^nla'sfo, cr C7,r> chrTec^er?r^;^or ey?. 

f^TpfT^r?7? rto., 

Thi'; iheom' b<5S p’so brer r^H'^.d ps the ‘.'^r^sst 'F rro^rv of 
shio. The idea wps th^t ?f we ocuW some^how ohs>?^ve a bTj^e pnmKT rf 
great, sncccssfu! leaders, we could dct'nrmire ^ set of oonmojj j?od 
use them to identifv Rre?!t lesdorr of fvUvm. 

Fs'i cboloeists grouped there trpits i^fo four r??*efor*"«s„ ? 7 .^r»oH 
(!) Physical ovalities, such as sound herl*h. e^dvra^^oe ^tc. 

{2) Psycbologio!:! qualities as enthusiasm* force,WneES. ahil’?v ?o inspire, tact 
ct<%. t3^ tr?te?^ectus? frpits sreb as rn^ellirenee. sound pud<?em«^nt scien- 
tific approach, ability to tf^rh etc , end (^) Oud-lrties of charprter such as 
integrity, fair play, mora^ courage e*c. 

The trail tbcoiv has l>sen criticized on various grounds. Critics have 
pointed out that all these oualities are essential for leadership in ell apherea 
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ofboiDan activity, and then ii nothins particular about them as regards in 
bnsinesa. Further, it does not offer any scale to measure the degree of theta 
qualities. It is geaeralty recognized that leadership in diffeient fields, at 
Afferent levels, and in different situations, requires a combination of these 
qualities in different degrees. The trut theory, however is neither able to 
measures Ae degree of these qualities nor to provide specific combinations 
(u a doctor’s prescription) for leaders in diffeient fields, at diffeient levels, 
and in different situations. Fiiully, the theory does not offer any guidance 
for developing these qualities, and. is therefore, of notmnch use to the busi> 
ness world. 

Skill Theory of Leadership : It has been suggested that leadership in 
business requires three kinds of skills, viz. Technical skill, Homan Selations 
Skill and Conceptual Skill. (Ref ; Study Note No. 5). 

Technical Skill : This consists of technical knowledge and practical 
proficiency la the performance of those activities which a manager Is called 
upon to supervise. Obviously, this skill in r - 'cssary in a greater measure at 
the level of a first-line manager or a supervisor. It is a matter of common 
experience that a supervisor who has better technical knowledge and greater 
proficiency, commands greater respect snd obedience from his followers. 

Human Relations Skill : At middle management levels, departmental 
heads supervise persons with a wide variety of technical skills. It is however, 
not possible for them to possess in depth, all such skills, and experience has 
shown that it may not alio be necessary. What they require for success is 
Human Relations Skill. It means an ability to understand people and to 
handle them appropriately, an ability to inter* act with people and develop 
them into effective work-groups or teams. Their success depends on the 
degree of co- operation they are able to secure from their subordinates. 

Conceptual Skill : Top level, executives are responsible not only for 
success In the present but also in the long run. For this, they need not so 
muce technical skill nor human relations skill ; what they need in a large 
measure is conceptual skill. It means an ability to predict correctly future 
environmental developmcnts-technplogical. economic, social, to calculate their 
likely Impacts, favourable and unfavourable, on one’s own bu dness, and 
then initiate action for ensuring survival and growth of the buiness enter* 
prise ; in short, it means an ability to be visionary. 

A merit of the skill theory Is that it makes It possible to develop 
training programmes for managers at various levels. 

The Behavioural Theory : Dissatisfaction with the Trait theory led 
some behavioural scientists to focus attention on leadership behaviour. Theit 
emphasis was on reliable ovseivation rather than on internal traits. Theit 
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theory views leadership as performance of those acts which help the group to 
achieve snch preferred outcomes as Improved quality of in ter- action, to build 
oohesiveness to make resources available to the group, and to increase its 
effectiveneits. 

Three different schools, the Harvard school, the Ohio School and the 
Michigan School made attempts to measure what a leader actually does in a 
group. As a result, they came to the conclusion that there are two distinct 
styles of leadership, namely. Job- Centred and Employee- Centred styles oi 
leadership. 

Situational Theory of Leadership : According to this theory, leaders 
are products of a given situation. A large number of studied have been made 
on the presumption that leadership is strongly affected by the situation from 
which a leader emerges and in whidi he operates. This theory recognizes 
that there exists an interaction between a group and its leader. It supports 
the view that people tend to follow those in whom they perceive a means of 
accomplishing their personal desires ; the leader recognizes these desires dnd 
undertakes activities to fulfil these desires. Studies made over many years 
have shown that efi'cctive leadership in a business enterprise depends upon 
responses to such environmental factors as back ground of the enterprise,, 
psychological climate of the group led, group members’ personalities, cultural 
influences etc. 

Fiedlers Contingency Theory : Fiedler and tus associates at the 
university of Illinois have combined, to some extent the trait and the situa- 
tional theories and have suggested a Contingency Theory of leadership, 
According to this theory, leadership is a process in which the ablkty of s 
leader to exercise influence is .contingent upon the group task situation and 
the degree to which personality, style and approach of the leader fit the group 
in other words, people become leaders not only because of attributes of th^ 
personality but also because of various situational factors and interaction 
between the leaders and the situation. 

According to Fiedler, there are three critical dimensions of the situa- 
tion that affect a leader’s most effective style. They are (1) Power of Posi- 
tion, (2) Task structure, and (3) Leader-member relations. 

Pouter of Position : This is the power arising from the organisational 
p otjrirw- It is the degree to which this power, as distinguished from other 
sources of power such as charismatic personality, or expertise, or integrity etc. 
enables a leader to make group members comply with his directi ns. Fiedler 
points out that a leader with a clear and considerable power of position, can 
more easily obtain better following than one without such power. 
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liftt Strmnuft : it meaiM the extent to which tosks can be dearly 
qMltoan tmt peo^ hem responsibie for them. Where tasla are dear, 
qaaSCp patrtbnsiiDce can t>e better cuntrolied and groiq» meiuben can be 
OKicw easily held retpunsibie for perfotm&noe, a leader will be moM effective 
than wSMKtt «cki awe vagoely defined. 

iiMsdri^inemhiiv AniatUuui Tbla rHnwaakm la die moat important 
iraoi n leader's point ol view. At the power of podttOB and task stnicture 
may be laifeky bnoer toti control of the eutetpriae. the extent to which group 
membeia llxe aud uiitt a reader, and ate wtUing to loilow nim, will determine 
Mu efiectlveiieiis. 

LeaderJup Styiem i^eadershtp styles have been classified on the 
bada of hoi* le&dcrs use tlicti' authurity. Accordingly, the following three 
basic siylee o'i exetuic oi authority have been identified : (1) Autocratic, 
(2) Demociabc. and 13) joalssex falrt or “-rree rein" atyie. 

Atiiii>cfanc Jiijlt : An autocratic isaJer centraiires all authority and 
decision iuaking m hinrsoi. He believes tnat men in general are lazy, do not 
want to otke respotiiibiaiy. and are couletu to do what they are told. He, 
therefore, makes aii decisions tiimseif, prepaies aii plans, allocates tasks, and 
instructs his suDoidinaies woat to oo auo even how to do 

i>easi»crt:tic St /le : A democratic leader decentralises managerial 
authority, lie beiives in the potential oi ms ioiloweis, rn their intelltgence 
and in their capactiy to accept responsibility. He, therefore, consults the 
members o! hts group, bring* them in on nis pioblems, invites their sugges- 
tions and pattiapation and arrives ar his decisions in consultation with bit 
I'oilowers. He keeps them inioimcd about matters affecung them and their 
work and encourages itiecr u» pur forwaid their Ideas and suggestions. 
Whereas an autocratic reader cAtrutses power over his followers, a democratic 
leader develops power with nis group. 

Siyte : A iaissez fairs leader leaves the group largely 
to iisell to establish its goals and work out Its problems. The group members 
are given a high degree ul independence, train themselves and provide their 
own motivation. Ihe leader serves only as a “contact^', to bring his men in- 
lotimadon and resources tbe> need to accomplish their job. 

£vn/an 4 toA oj Leadership Style : An evaluation shows that each has 
tfs mcfits and limitations. 

Authoritarian Leadership provides strong motivatioo and fuller re- 
ward to the Icadpr himself ; it means quick dicisions as the leader docs not 
consult anybody else ; it enables him to use less competent sub leaders and 
assieianis ; it is fairly effective with uneducated, unskilled and submissive 
foUowcrt in getting work and providing them some security and satisfaction. 
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Aufocratin le&ilefshxp iilw&)'8 &xid iixki«:i adH ^ondi- 

tioi»8, be effective. To-day, wbaa ^^orkeiia aie educated, well arga^ia»:;d, asud 
are coii&cioua oi their fitrcagdi^ power or threat has ceased io be as laach 
effective as m the past, further, arx autocratic icaocr caaoot milize luii 
poieotiai oi Ms aaeo, and caimot mspiire tllicia to ezc£^ ; he has io remar&t 
conteiQt With mhiimum cootribuuoa irom his ibllov^ers. ia the ahseiice of 
such a leader or waea ae is uoi available, or is uoi aoie uo give a dehuiie 
lead, has followers aie likely io gti ira dissiray auO talk go reach evea uorioak 
goals. 

A Gcuiooratlc keader mukipiies iiiis ahihiies taruugh his ioiko^ers, 
whereas an autocradc loade^i uses only Ms ov^a abiliaes* I'ae former pmv'iam 
his men with necessary ht'iormation, a mi^asurc oL guicaiuce and suppoA but 
gives greater /recoom to them no , aagges';^ iheir id^as and 'io carry out 
their work i and yet^ he vetaijs hltmiale coniroi with him. dmitadon ia 
that it requifLs a leader with considerabie sicih oi coit^mamcaaon and 
eO' ordination, lo deal wita inMjgioitn and vai'iaMc group iutcracdGus. 

• A iaissez-iaire tender ignoivs the leader & cufjii&ribubion m 'the same 
way that sua auiocnadc leader igoorts taai oi his He k&ils io give 

his 'group the ndlaniage oi It&der-m^spirtd mokivaiijn ; he allows individuals 
and groups iO move ui diffeiem. aj^s&ctiods £:;na often gi cross purposes^ with 
the resuu that me o&gaaisatiioik s £es,o'niccs may* oe Mitered a way and 
acMevemeiu of goals is left ko cnanoe. 

Oi the three styles, democratic leader shtp is liaeiy io nave the greatest 
psoauise to achieve maximum produeiivuy ana employee satisiaciioi:i, M the 
long i an. it muLi, however, be noted that au&ocra'iic leadership may prove 
successful with some groups mid fan some sriuaiions, perhaps in the short rim. 
PuiTthcr, democrauc leadershipt, when used oy unskiiled and less aeiisltive 
leaders, may lead to a chaotic sucatioh. 

Two Supervisory Styles : ;i(^ese^ich'^rs of the ivikhi^i^n School made 
studies of a large uumber of supeivisors in acikoh ati a ^cu^ber of iaciories, 
and cohcluded that there are essentially f^upcivlsor/ styles, hamely, 
(1) froducuon-ceiitred Superviisioih and i2» Employee- cedired Supeivlsiosi. 

S^riuiuciiori^c&ured of S^per^isiom / A supervisor is .lated as pro^ 
ductioh'* centeted if he cohsldem as hk iiMn job, ^'gettmg dm woik'done*''* 
and regards his mm primarily as instruments for doing this^ ralhtr ihan m 
unman beings with needs aii4 ' emotioiis .similar iO Ms own. He is more 
detached or non involved, or mor^ , objective than an employee-centered 
inpervisor. Howevei^ he daec.jaot heaiiale to Mse?^ hteeU inio the daily 
flow ol work, U he sees something being handled in a way he does not like ; 
|t is bfl AO tfaeana imcamnion tor htm ^ handle some of the work personally 
when that appetfs to be the moss eape^tioua way of completing it : he is 
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quite tpedfic about hb inatrucUons and doM not lika any deviation from 
tiiem. In short, his style, in contrast to that of an emplo}eo«entred super* 
tlsor, b far more active alert and driving. 

Employee-centred Supervision : A topervbor b rated as employee* 
•entered if he considers supervision of his men. rather then expediting produ* 
etion, as his main job. His method of getting the work done”, therefore, b 
to provide hb subordinates information, materials and organisation they 
Med. and give them a general .outline of how the work is to be accomplished. 
Having done this, he leaves detaib to the workers themselves ; he does not 
keep a particularly close watch on how the work progresses ; he asiumes that 
hb men are responsible enough and capable enough to do the work without 
the pressure of some one looking over their souldeni In effect he allows 
tiiem to handle most of the production problems themselves, though he b 
abeays available for rendering technical assbtance and for securing necessary 
fiidlities from higher management, if and when required. 

According to the Michigan School researchers, an employee centered 
supervisor was found to be more effective than a .production-centered super* 
elsor, in most of the settings they bad studied. Their studies Indicated that 
emphasis on productivity, at the expense of worker’s dignity is the surest way 
•f defeating the very purpose ; tiiey also brought out the fact that lack of 
tetttest and responsibility on the part of workers b a natural consequence of 
the snpervbory style, and are not neces arily natural attitudes of workers 
towards their jobs. From thb, it follows that a supervbory style affects 
group motivation and vice versa and. as a consequence of thb interaction, 
llie most effective style of supervbion from the stand point of production, 
b normally one which b mainly concerned with employees’ needs, rather 
tfcan production itself, 

Mmagerial Grid : Robert Black and Jane Mouton conducted their 
ewn research and developed their now famous concept of managerial Grid for 
dramatising leadership effectiveness. On thb grid, the vertical axis represents 
••Concem for people*’, and horizontal axis, ’Concern for Production’ ; in 
addition, on each axb, there b a scale ranging from 1 to 2, for measuring 
degree of concern for people and for production (Ref : Figure on p. 179) 
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It may be seen from thb Figure, that there are five basic leadership 
stjflet. The person who is a I.l manager^ has little concern for either people 
or production and would be called an Indifferent Manager: the 1.9 idio 
shows gireat concern for p^b pie but little concern for production, would be 
called a manager who teeks "chep popularity** ; the 9.1 manager who has 
great concern (or production but little concern for people, would be called a 
Task Master ; the, S.S manager who has a balance between his concern for 
people and for production, would be referred to as Middle of the Road 
Manager ; the 9 9 Manager who shows maximum interest both for people 
and for production would be called a “TeanvMhnager**, an “Ideal Manager** 
or “Most effective Manager”. 

After developing their concept of the managerial grid, Blake and 
Mouton developed a six- phase training programme for developing effective 
managers. Many American Companies found this programme helpful in 
orienting 1.9 managers more interested in the production side and 9.1 
nunagers more Interested in the people side. The six phases of the training 
programme are (1) Laboratory Seminar Training, (2) Team Development, 
(3) mtergroup Development, (4) Organisation <ioal Setting, (5> Goal 
Attainment, and (6) Stabilisation. 

Conclusion : • It may be noted in general that there is no such thing 
as “the one best leadership style** or that any one style is consistently superior. 
However, Fitdler's contigency or situational approach, which places prime 
emphasis on three major situational variable, viz (1) leader-member relations, 
<2) task stn cture, and (3 power of position should be of great value to 
practising managers. It suggests that a manager, to be effective, should be 
able to size up continually situational variables, to enable him to adapt his 
style to the total situation. 

THEORIES OF LEADERSHIP 

According to Prof. Peter Diucker, a universally recognised manage- 
ment thinker, “Leadership is not magnetic, chariomatic personality ; that 
can just as well be damagegury. It is not making friends and inffuencing 
people ; that is salesmanship. Leadership is lifting a man's vision to higher 
sights, raising a man's performance to a higher standard, the building up of 
a man*s personality beyond it normal limitations**. Its essence lies in mairinj 
a common man do uncommon things. 

In management literatures as well as in managerial speeches, rnana* 
gets are after told that they are leaders of men and must be seen as such. 
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This cuinot he accepted as an iraqnallfied statement It is tree that there 
iR many points of similarity betsraen. the two, hot at the same time, there 
ate distiact points of difference. It Is, thenfme, very necessary for etude* 
nts of minagement to know the points of similarity sis well as those of 
difference. There are indicated briefly here. 

1. Both leaders and managers require, for performing their functions. 
Certain basic trails or qualities such as physical intellectual, and phyc* 
hological qualities, as well as quanlitles of character. 

2. Both of them have to set op goals and stairdards of performance, 
mobilise resources, assign tasks, and inspire their followers, subor- 
dinates for higher performance. 

3. Both of them are involved in interpersonal relations with the subord- 
inates, colleagues as well as superiors. 

4. Both of them have moral responsibility to thdr followers for providing 
them opportunities for career development, and also actively help and 
guide th 3ta in their efforts. 

As against these similarities, there are the following points of differs 
noe between them, and managers should be well aware of these : 

1. The essential basics of leadership is power to command, based on 
their charisma, knowledge, competence and capacity to give 
rewards. The basis of a manager’s authority is his podtion in the 
organisation and it has a very restricted scope. 

2. The leaders derive their power from the acceptance of their leadership 
by a large majority of followers. Managers derive their authority 
from theii superiors and its acceptance by subordinates is not 
necessary. 

3. Leaders not only influence thdr followers, they are also Influenced by 
them. It is reciprocal. Managers exercise influence downwand on 
their subordinated, they may refuw to be influenced by their 
subordinates. 

4 Leaders have to shape the views, aspirations and values of their 
followers, the) have to place before them wrider goals and higher 
values. Howeer to continue their leadership, they have also to 
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reflect, ptrtly tbe Mpirationa utd valoee of tbe followfln. kCaiUkgen, 
on the other hand, have to kc^ before tbe scbordiaatei the ol>iecStvei» 
the goab and the ttandarda let op by the higher Bunageoieot aad they 
are not in a position to reflect the goals and values of the snbonll> 
nates. 

5. Leaders are largely Influenced in thdr decision and actions by emoti* 
onaL sentiniental considerations Managers are largely Inflaenced 
by technical and national considerations. 

6. Leaders operate in an open, unstructured and flesible environment. 
Managers, have to operate within many organisational constraints ; 
they have very limited freedom In taking decisions aad acdons. 

7. Leaders are generally elected by their followers and do not need any 
professional expertise. Managers are selected through an elaborate 
scientific screening process, and on the basis of actual or potential 
competence. 

8. Leaders are in a position to offer a variety of tangible rewards to loyal 
followers. Managers have very limited authority to grant rewards to 
their subordinates, and in granting them they have to keep in mind 
efficiency and productivity and not loyalty. 

Theory of Leadership Skills : This theory has been advocated by 
prof K. Davis. According to him, a manager as a leader needs a variety 
of skills to be effective and to achieve results with the help of his men These 
include the following : (1) Tehcoical skill, (2( Communication skill. 
(3) Huaman relations skill (4) Administrative skill and (S) Conoeptnal 
•kill The nature of these skill is explwed briefly here. 

1. Technical skill : It implies an understanding of and proficient in a 
specific kind of activity, particularly one involving methods, procedu- 
res, techniques etc. It involves specialised knowledge and analytical 
ability with in that speciality, and facility in the use of tools and 
techniques in that specific discipline and solve problems aad achieve 
concrete results. 

2. Communication skill : It implies abOity to communicate effectively 
Ideas and information to the subordinates as wen as receive correct^ 
their ic'eas, suggesdont grievances. The purpose of commoal* 
eatlon b management is to influence favourably the views, opfarioas. 
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■Mltodei, and finally tiie bahavloor of thoae to whom It b dirked. 
Mhnagen need skQl Jn eommnnieatinf downard in carryiaf outhto 
Aioetioi^ of dheetinf and controlling ; and they need akill in 

enooniagini op ward oonunnnloatkm from the sobordinatea on motiva> 
ting them. To*day the Importance of commnnieadon hu incieaiad 
to much that it has hem raised to the frtadpU of Management 
Cen mmnication. 

3. Htanaft delations Skill : It Involvm a number of abilities and ddlls. 
Firstly, it involves an ability to recognise one's one own feelinp and send 
mints which one brings to a situation. Secondly, it involves an atlitode 
abont hb own experiences which will enable him to te>evaluate them, and to 
learn fkom them. Thirdly, it implies an ability to nadetstaad what others, 
by their actloos and words (explicit and Implicit), are trying to compunicate 
to him. Fourthly, it involves an ability to communicate snecessftUly his 
idau and attitudes to others. 

in eseenoe, human relations sUll reqidtes an ability to create an 
atmosphere of approval and security In which subordinates feel free to 
cxpreu themselves without fear of crlrtcism or ledlcule, by encouraging them 
to partio^te in planning and carrying put thinp which directly affect them 
in dwir day>to>day work. It further Involves nwareacss of one's own 
atiltnde, assumpdons beliefi aboitt other indivldaab and groups, 
ability to see the na cfn ln e ss and limitations of these. This would enable one 
to understand what oters really m ean by words and behaviour, 

AAidnUtratim ikllb : It implies an ability to secure resources and 
fbclllties from otdleagnea and superiors to enable subordinates to get on srtth 
their work and adiieve resultt. A manager, however competent he may be, 
if he lacks this stall, b likely to cease to be effective with hb subordinates 
and would be unable to secure their enthusiaitsic and whol^haarted 
cooperation. 

Conceptual skill : It involves the aUlity to see the enterprise as a 
whole, to see bow the various functions depend on one another, and to see 
how changes in any one part will affect ail other parts. It involves the 
ability to vbnalbe the relationship of the individual to the industry, to the 
comm u nity, and to the political, social, and economic forces of the nation. 
It requires the alnlity to perceive the significant elementr in a situation, and 
act in a way which will enabte to adiieve the long-term objectives of the 


i/r#.M.vi 


( w ) 



orgaaiMttogu Forther, elliwav* iwlWlBawiiia of the eli^ of d3Bccq||gMI 
of the otgeniMtlon eho dtpmdt m flik'ltUI. 

The nerit of the Bkill thMWjF of leMtenhlpli thetliMMlftth* 
formulatkHi of settable trsiafatf |we iw niei for ainipli.to 

develop their ability aad skOls h each of these tkiUt. Soeasi of Ileao 
trainln ptogtamines have beea dtseossed in the Kepler on BMcntfbe 
Development. 

Likerts Management Systems : Professor Likert of the 

Michigan University, conducted extensive research on mm| 

leadership patterns in a large number of organisathma. To rhannallit 
properly his research wo>k. he evolved four models of management whioh 
he calkd systems of Managcmcni These systems he labelltad na 
follows 

System 1— Exploitative, authoritative 
S]ntem 2- Benevolent— authoritative 
System 3— Consultative 
System 4— Participative— democratic 

The main features of these systems are described briefly below. 

System I Management : The management, managers and snper- 
visors in this sytem are highly autocratic. They alone determine ont only 
the objectives and goals of the organisation, but also the manner in wblcb 
they are to be achieved. They give detailed instructions to their anbordU 
nates, uid expect them to carry them out without using any discretion. 
They exercbe strict supervision and control over the subordinate to achieve 
predetermined result. The only motivation they use is punkhment or threat 
punishment 

System 2 Management : Managers in this system are only slightly 
less autocratic than those under System 1 Management They adopt 
generally a paternalistic attitude towards their subordinates. They believe 
that they know what is good for their subordinates mid provide them such 
facilities whether they want them or not 

System 3 Management : Managers in this system believe that cm|^ 
oyees, even uneducated ones, ate capable of suggesting better methods of 
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work, reducing waste, and improving overAll efQcieocy and produ> 
ctivity. They therefore, are inclined to consult them on matters which 
affect them in their day*to>day work, and so encourage them to communi- 
cate upward freely. They for show preference for positive motivation 
that is, regards for motivating empIo}ees for higher performance. 

System 4 Management : This is described as democratic, participa- 
tive management. Managers in t) is system believe in democratic values 
and recognise dignity and self respect of their subordinate. They, therefore, 
involve their subordinates in decision-making and goal setting. They 
allow considerable freedom their subordinates in organising and executing 
their responsibilities. They communicate fully to their subordinates and 
encourage them to communicate their ideas, suggestions and ciitici^m 
fully, frankly, and without fear. They show greater preference for social 
and psychological incentives for motivating subordinates. 

Prof. Lekert identified certain behaviour and performance chara- 
cteristics such as absenteeism, employee turnover quality of production, 
wastage of' resources, and overall productivity, and related them to 
each Management System. He found that organisations under System 
I, scored very poorly on these items, while those under System 4 
performed highly creditably. He, therefore, strongly advocated System 4. 
He strongly believed that participative approach alone can optimise 
organisational performance and employee satisfaction. He therefore, 
recommended that managers operating ur'der Spstem 2 and System 3 
should Undergo intensive leadership training to raise them to the level of 
the System 4 Managers. 

Criticism of Likert's Systems of Management : 

It has been generally recognised that Likert’ Management Systems 
Approach does provide valuable guidance to the top managem.’nt in 
identifying the leadership patterns of its managers, and in tiaining them 
to rise to what he regards as the ideal pattern, that is, the System 4 
managers. 

However, the implication of his conclusion that the democratic 
participative leadership can be effective under all conditions cannot be 
accepted. In fact, the situationai theory of leadership effectiveness, 
which has been widely accepted, points out that there is no ideal theory 
and the effectiveness of a leader depends on a large number of factors 
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Mdi u flie qaalttin and the of ttie kulet hbiiidf, and those of 
hb snbordinatcs, attUades of the soboidlnatca towaids the manager, 
tovards the organlaadon, towards their coUegues, and towards their 
jobs, as well as the technology of production, and die authority of the 
aianager to reward his subordinates. 

In conclusion, it can be stated that Likert’s theory is nseftal 
only to the training managers in developing training programmes in 
democratic, partidpative management. It cannot be accepted as a complete 
theory of leadership effectiveness. 
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SELT-aAMlNATlON QUISnONS 
( Answers to these Questions are NOT to be siimltted ) 

1. What b the purpose and fhncdon of "MIS”) IMacnu folly with 
refetenoe to different leveb of management. 

2. "The carrot and the itick” theory of modvadon b no longer apfdl* 
cable U>day. Do yoo agree wUh dibvlewT Olve reaeone for yonr 
answer. 

3. Eiamine critically Maalow*s theory of Need £Derarchy. 

4. piscoM briefly the important factors sdiich influence employee 
performance. 

5. Explain the importance of communication in management and dbcnss 
the type of information management should provide to employees and 
why. 

6. What are the barriers to communication 7 Suggest measures to over>^ 
come them. 

7. Desaibe briefly the diflTerent style of leadership. Which of these, 
according to you, b more effective with employees to>day ? 

8. Write notes on : (1) Herzberg's Two*Factor Theory of Motivation, 
(2) Job Enlargement, • 3) Dr. Me Gregor’s Theory Y, (4) Worker 
Partidpation in Management, (5) Employee-centred lupscvblon, 
(6j Managerial Grid. (7) Cybernetics. 

9. "Leadership b vbible but eludes definition" : Discuss the attributes 
of leadership and suggest a definition. Also evolve a leadership function 
out of the relevant varbbles. 

10. Discuss critically the various theories of Leadership. 
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STUDY NOTE : Vfl 
1 

CONTROL : GENERAL 

Managerial function of control is measurement and correction of per- 
fonnance of activities of subordinates* in order to ensure that enterprise 
objectives and plans devised to attain them, through planning organising* 
Bthffing and directing, are being properly accomplished. It is thus ihe func- 
tion of every manager, from managing director to a supervisor ; some mana- 
gers tend to forget that primary responsibility for exercise of cont/ol rests 
with every manager charged with execution of plans 

In the past, managers believed that need for control arose only when 
something went wrong, as for example, when actual production fell short of 
the fixed quota ; or when certain expenses were found to be abnormally 
high ; or when production had to be stopped because the required raw- 
material was not available. And then the object of control was to find out 
those responsible and to take disciplinary action against them. Modem 
management regards this as only a negative approach to control. According 
to the modern view, a primary object of control is to bring to light variations 
betwetn the standards laid down earlier and the actual performance, as soon 
as they appear, & tien initiate corrective measures immediately.to prevent sim- 
ilar variations in future, the essence of control thus is that it is aimed at results 
and not necessarily at people as such To achieve this, control, like other 
elements of the management process, has to be continuous and not an 
occasional or an emergency operation. In the light of this, control may be 
defined as a conlinous process which helps a manager to get performance of 
his subordinalijs as closely as possible to the objectives, goals or targets fixed 
to detect variations between them and the actuals as ^oon as they occur, and 
to take corrective and timely steps to prevent similar variations in future. 
Control and Evaluation are thus two nodes of the same process. 

JVecessfry of Control : Necessity of control in business organisations 
arises due to a number of factors One is complexity of organisations them 
selves. The larger the organisation, the more difficult is the control process 
with respect to overall results ; this is because the control process requires 
establishment of clear standards of performance, setting and measurement of 
which present difficulties ; moreover, an executive exercising control also 
needs all kinds of timely information* etc. collection and presentation of 
whicQ arc aUo not easy. 

Ihe second factor is the general psychological makeup human 
beings. It is, for example, a matter of common experience that in the absence 
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any control, individuals become lax in their efforts and if this situation 
continues, they tend to get accustomed to a level of performance for below 
normal. Again, absence of control may lead to a lowering of morale among 
employees, since they cannot predict what will happen to them ; they may 
begin to suspect that in the absence of clear standards of performance and 
therefore ; absence of control, they may become victims of the whims of 
their superiors ; some of them may be shown partiality and favouritism* 
whilst others undue harshness. 

A third factor is the existence of many temptations in business ; 
employeca have to be entiused with large sums of money, with valuable raw 
materials, and more valuable trade secrets ; managers are vested with autho- 
rity and dibcietion to use it. In the absence of control there is a greater 
likelihood of yielding to various temptations. Existence and operation of an 
efficient system of control, however, creates an atmosphere of order and 
discipline, and helps in minimizing chances of dishonest behaviour on the 
part of employees. 

Steps in Control Procedure : It is necessary for control that top 
managements first ensure that all other managerial efiorts are basically sound, 
for, control is not something which may be applied after all else has been 
done. It must be an integral part or the total managerial efforts. Thus, if 
planning and staffing are sound, they will provide a measure of control ; 
similarly, if an organization structure has been carefully built, there will be 
less tendency for the crtanlsational force to get out of control. In Ibis way, 
skilful exercising of other managerial functions will provide some built in 
control. Hc^vcever, managerial practices may often be found to be somewhat 
imperfect, on account perhaps of human limitations and top managements 
n ust therefore e^tablish a sound procedure for control. 

There are three esiential slips in any control pio:edure : (a) setting up 
standards at strategic points, (bj checking and reporting on performance, 
and (^c) taking corrective action. 

Setting up Standards at Strategic Points : Theoretically, setting up of 
standards for controlling is a simple task. In actual practive, however, it is 
not so as it is necessary to take three important steps before attempting to 
compare actual performance with the standards. These are ; (1) ensuring 
that the standards established are clear and meaningful, (2) identifying 
responsibility for different goals with definite individuals, and (3) selecting 
strategic points for setting up standards* 

Ensuring Clear and Meaningful Standards : The standards set should 
be clear, not onty to the authority who has set them, but also meaningful to 
those for whom they are meat. 
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JUifmMlUiy : It b cbo ocoBMuy to identify rapoosi* 
UBijf6idifrertttaQUi«itli iMalto IndMiltfMb in the organisati^ IftUs 
b’ not done, ft may not bt poadUe to taka'lniy aedon even when variadona 
be twe en pcrfonnance and atandatda ate bronght to notice. 

SeUettiig Strategic Contrel feints : It is obvioua that a manager 
cannot dieck petformanoe of aiH oedvldca under hta direction against the 
nuaBctons goato that might have been set up. Thia b especially so as a mana* 
get moves op in the managerial hieratdij and haa a wider range cf actividea 
under hb direction. It thus beemnea necessary for him .to concartrale only 
on certain stratqfb pointa in the operations or on composite figures which 
should indicate how weU h number of important standards are being adhered 
to. Even at these limited control paints, it may become necessary to leaort 
to sampling of other devises to keep the burden of control within reaaoiuible 
limits. 


Guides for Selecting Strategic Control Points: Prof. Newman haa 
suggested that the control points should be (1) Timdy, (2j Economical, 
(3) Comprehensive, and (4) Balanced. 

Timely Control points : The control points should be timely in the 
sense that they should be able to reveal in time'significant deviations, thereby 
saving further losses. For example, in quality control, points at which 
inspection is insisted on in order to avoid further processing costs, belong 
to this class. Similarly, controls deigned to stop action before serious 
damage is caused are also in this category. For example, for various machi- 
nes in a factory, standards of preventive maintenance are designed so that a 
little before a machine reaches the point, it is stopped and taken up for 
overhaul and repair. This helps to prevent unexpected machine break-downs 
and consequent heavy losses. 

Economical Control Points : Secondly, control points should be such 
as to permit economical observation and report For example, sales data 
classided according to products, locality and salesmen, belong to thb category. 
However, when measurement of results b difficult or is expensive, as for 
example, consequences of a purchase manager’s decisions, control b placed 
on the process itself ; in the case of the purchase manager, certain steps such 
as, establishment of specifications ; receipt of a minimum number of quotas 
tions etc. are insbted upon before he makes a decision about a supplier. 

Comprehensive Control Points : Controls which summarize or consoli- 
date a series of operations belong to this category. Over-all expense figures 
expressed as ratios to volum% ate examples ; these ratios, for diffettnl 
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periods and for different operations, give the top management a comprehen- 
sive pricture as to what is happening and where to step in fortarlfear 
action. 

Control Points for Bdlaneed Performance : Lastly, control points 
should be such as wouid promote balanced performance. If. for example, 
controls have been established over expenses, there may be a tendency to 
lower quality of products or service ; control points in this case should be 
such as to prevent this. Again, if in sales, a rigid quota is fixed for actual 
orders received, salesman may neglect eultivadon of new prospects and 
push for an immediate order even tiiough it might endanger customer rood- 
will ; a sales manager must, therefore select suitable control points which 
would help him to prevent this from happening. 

Checking on Performance : The second step in the process of coalrol 
is to compare actual performance with the goals and standards estaUiahcd ; 
three usual methods used are (1 1 Prior Approval, (2> Checking onljr the 
exceptional and (3) Personal observation. 

Prior Approval i Many managers insist on prior approvai before 
allowing a work to proceed. A credit manager, for example, may insist on 
examining credit worthiness of a customer whenever a sales numager su g ge s ts 
a credit sale, to make sure that credit standards laid are being observed. In 
many companies, price changes have to be approved by top executives before 
they are made effective. 

There are reasons for this ; one is that a manager feels confident that 
the work is proceeding as planned when he haa checked it at every step. 
Further, it gives him added a&turance that the standards laid down will be 
maintained. It must, however be noted that this, method is cumbersome and 
is likely to cause delay in action. 

Checking the Exceptional : Ordinarily, a large part of activities of 
any enterprise must proceed without waiting for approval of some higher 
executive. The purpose of control then, is to appraise current and cemp* 
letted action, in order to provide a basis for regulating future activities, by 
concentrating on unexpected or unusuid results Ihis is called the Principle 
of Exception ; it means that as long as operations go according to plan, 
tiicre is no need to submit reports ; only when unexpected result oeenr, 
there Is need for reports and corrective action. Consequently, control autho- 
rities make it a rule that reports shall be submitted on unexpected ot 
tmasnal results i and in the absence of such reports, th^ would presume that 
all atilivliiet ace-ptooeedlog as planned. This arrangement will work only if 
^aae aw olear to all managers and.lhrir subordinates, and is tespoosU 
Ulity for repottiBEli anitably located. This method is, usually, salable 
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for rootioe activities, but it is not advisable to rely entirely on it ; it should 
be supplemented frequently by comprehensive data about the general 
situation. 

Personal Observation / The third method of checking performance 
is personal observation, which has been recognized by military authorities as 
a very valuable method. Top executives of many business enterprises also 
make frequent visits to their plants and their regional sales ofiBccs. Depen- 
ding upon his abilities to vi<iua]ize situations and to feel the atmosphere, an 
executive may be able to get a realistic mental picture of the operating 
situation, an acquaintance with the people involved, and understanding ol 
the attitude and reactions of employees and customers. All this would add 
up to a good understanding of what is and what is not, happening, an under- 
standing which he can never hope to get from written reports. An executive 
who has been to the factory in the morning or who has talked to customers 
or salesman in the field a week before, is in a better position to understand 
and appraise other reports on performance that he has received. Moreover, 
his personal contract with the rank and file will always have a favourable 
effect on their morale. 

Reporting : Having checked the performance, the next step is to 
prepare a report action. Such a report, to be of any value, should be 
submitted as promptly as possible after checking. Prompt reporting, in the 
first instance, helps in diagnosing the situation. If, for example, a report 
showing higher transport expenses in one month is received say in the last 
week of the next month, it will have lost some of its value ; for, when an 
executive tries to discuss the causes with the person in charge of transport, 
the latter may have to depend on his memory ; he may not remember the real 
causes and is likely to make up some plausible cxecuses to save himself. 
Secondly, promptness of a report can add sigoificantly to the effectiveness 
of control. If, for example, the fact of higher transportation expente^ is 
promptly reported, it is likely that corrective action will be taken immediately 
and this will help to prevent, or at least minimize, future losses. 

As regards contents of a report, there is a general impression that the 
inore information it contains, the more useful it is for control purposes. 
This, however, is not at all true ; men of action like engineers and salesman, 
primarily interested in results, find the wofk of preparing detailed reports 
time consuming and some what irritating and irksome. » This makes it 
necessary to make the report as brief as possible ; this is in the interest of 
the person who has to prepare that report, as well as, the person who has to 
read It and take aqtion on it. Never theless, such a report should briefly 
oontain a compaiisoo of actual perfoimance with the standards set, a short 
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explanation for wide variations from srandards, and if possible, proposal for 
remedical action. 

Taking corrective action : The two steps, discussed so far, are really 
prelude to control. They may be carried out to perfection and, yet, no 
control action may result unless these have desired influence on the behaviour 
of those taking necessary action. In other worsts, the third step of corrective 
action is imperative before there is any visible control. This may be achieved 
by taking the following measures (1) adjustment of physical conditions or 
external situation, (2) review of direction, training and selection, and 
(3) modification of earlier plans of targets. 

Adjustmenti of Physical Conditions \ Operating plans and goals are 
based on forecasts regarding future conditions ; however, actual conditions 
may turn out to be different because of unexpected developments and as a 
result, variations occur between achievements and targets. It is, however, the 
responsibility of a manager to attempt to make conditions conform to the 
forecasts, as far as practicable. He can do this in a number of ways : He 
will try to ensure that raw> material come in time and that semi-processed 
goods move from department to department in time ; again, if there is a 
break down of any machinery, he would arrange for spares or for prompt 
repairs, with minimum interruption to production processes. He will also try 
his best to maintain satisfactory working conditions. Thus, in a variety of 
ways, he could try to influence physical conditions and cxieinal situation in 
such a way as to facilitate achievement of goals and targets. 

Review of Direction, Training and Selection : A second broad area 
for corrective action is in making sure that individuals entrusted with respon* 
sibilities are properly directed. Quite often, failure to meet standards can be 
traced to inadequate direction and an executive, therefore, should review, 
with his subordinates, the instructions given and find out reasons. This would 
enable him to give clear, complete and reasonable instructions in future If, 
however, the failure has been due, not to incomplete understanding of ins- 
tructions but to lack of training and experience on the part of a subordinate, 
the corrective action might consist of providing suitable training to him as 
soon as possible. Il^he learns to handle his job satisfactorily, within a rea« 
sonable time after training, he should be left on the job ; but If it is disco- 
vered that he lacks some of the basic abilities required to perform his job, he 
should be replaced by a more capab e Individual, and he may be transferred 
to a job for which be is more suited, 

Modifications of Plans and Targets : It is well known that thoro are 
many external factors such as Government policies, social developments, 
nature of competition etc. which cannot be adjusted by executive action 
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aai «Uoh have to be accepted ae facte of the dtoad^. The altenative for 
aa WMalive theo b to leviee hia plaBS ia the light of these fscton. Similarly, 
ilMSaotahrays beposiiUe to anange for prompt replacemeat or repairs 
there is a break>down of machbiery ; he most then revise his 
of producdoa, and if necessary, adopt a different method of 
preii c toi* A careM review of operating experience might also suggest 
waya and means to improve standing plana. It may be that standards set 
have been too high, or that policies need elarlflcation to avoid flregnent 
exoaptfons, or methods require modifications to make better use of ava^Ue 
faditlm or personnel. If, fortuimtely, on the other hand, operating reenlti 
tun out to be much better than established standards, attempt should be 
made to diaoover the reasons and, if it is found that the better results are due 
to the prevailing policies, they may be modified suitably as standard 
proecdnres. 
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CONTROL OF AREAS OF PERFORMANCE 

A key purpose of control b to measure the performance of Indhridnal 
managers in their respective areas, and to ensure that their performance 
cornea up to Ae pre- determined objectives, goab and targets. The main areas 
in which performance of managers may be measured for purposes of control, 
are (1) Production, (2) Materiab and Inventories, (3) Finanoe and 
(4) Employee Morale 

Measurement and Control of Production ; Top managements reqidre 
that a production manager makes fun utilization of machines, materiab and 
human resources entrusted to him, to secure maximum output, of the prea* 
cribed quality, in tfie time alloted and within the predetermined cost of 
production. This is a basic necessity in order to be able to sell in a com* 
petitive market and earn sufficient profits to enable tfie business to survive 
and to grow. 

A production Manager is generally entrusted with the responsibility 
of control of production, Henry Gantt was the first to develop for him the 
formal and industrial application of a chart which became famous as Gantt 
Chart fox production control. It b an operating chart which furnishes 
information for action. In tbb chart, horizontal space divuions indicate 
passage of time a day or a week, and light horizontal lines show the amount 
of work scheduled during the time represented by that space'; heavy or dark 
horizontal lines indicate cumulative amount of work actually done opto a 
given date. 

Through widely used, a Gantt Chart suffers from serious weaknas. 
It shows short fall in production only after it has occured and does not 
prevent it from occur ing. Secondly, it does not show inter>dependence which 
exists between different activities shown by the horizontal lines, and so does 
not offer any guidance for controlling important activities with a view to 
achieving targets of production in time. 

Programme Evaluation and Review Technique (PERT) : A better tech- 
nique for production control, developed in England and U S A., is popu- 
larly known as PERT, the basic concept being a time-event Network 
Analysb. It consbts of the following steps and is,. In a sense, a variation of 
milestone budgetting : 

1. Development of a model— (net work) of some contemplated activity. 

2. Evaluation of the network and its adjustment in such a way as to 
provide a degree of assurance Uiat, if die operating pbn described fay 
the net work is followed, there will be a minimum of rbk in reaching 
the objective or target on time. 
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3. Use of the network to monitor and control the operation it represents ; 
The network describes the series and parallel sequences of activities and 
events which must occur to achieve the end objective ; estimates are 
then made about expected time requIiCd for completion of each acti- 
vity ; from this calculations are made regarding probable length of time 
required for the different series-sequences of activities, which connect the 
start of programme with the end or objective event 

Of the different sequences described, one will be longer than the other 
sequences or paths. This Is called •the critical path, because it Is the one 
which determines the length of time required to rcaeb the objective event. 
Its main features are : if the piogramme is fp be shortened, one or more 
activities on this path must be shortened or eliminated ; application of 
additional effort anywhere else on the net work will be useless. Secondly, 
if the time required for actual performance of any activity on the critical 
path varies from the calculated expected time, the variations will be reflected 
in OQC'to-one fashion in the anticipated accomplishment of the onjcctive 
event. 

PERT was initially developed by the American Navy to enable it to 
complete a strategic project in a shorter time than what it would have 
normally taken and in this, cost was not an important consideration. Its 
success, however, attracted the attention of business executives who were 
called upon to cairy out projects involving engineering, construction and 
maintenance of power installations ; housing, road and irrigation works, in 
time and within stipulated costs. However, they found that PERT was not 
adequate for their purpose as it did not pay much attention to cost They, 
therefore, needed a better technique of planning and control and, it was in 
response to this need, that the technique of Critical Path Method (CPM) was 
developed. It has since been widely used In big projects such as, repair of 
power plaints, construction of ships, bridges, dams, market research projects, 
product launching, adve^ti^ing campaigns etc. 

Critical Path Method (CPM) : Like the PERT, critical path method 
starts with arrow diagraming which incorporates all the elements of a project 
The arrows interconnect to show the sequence in which the task or activities 
w ill be performed. The result is the diagram which is, in effect, a network. 
The next step is to prepare two sets of estimates ; for each activity in the 
network : (1* the normal time estimate and normal cost estimate, and (2) the 
crash time estimate and crash cost estimate. The normal time estimate is 
similar to "The most likely time estimate” as in PERT; and the normal 
cost is the cost associated with completing the project on normal time. On 
the other hand, the crash time estimate is the time (hat would be required if 
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irioetn were spared in trying to reduce completion time, ond crash costi^ are 
the costs associated with doing the job on a crash basis in order to minimize 
completion time. The purpose is to determine where, on the capital path, 
substantial reduction on time can be achieved for minimum expenditure oi 
additional cost. 

Control through Materials and Inventories 

Funds permitting, there appears to be a tendency to hold substantial 
quantities of raw materials, components, inventories etc in stock, to ensure 
uninterrupted production. Jt was gradually discovered that this advantage 
was, however, in great msn> cases, more than neutralised by high inventory- 
holding costs, such as interest on capital locked up, warthou&ing, insurance 
and other charges, losses due to wastage, pilferage, obbolescenre etc. 

This led 10 the development of technique of materials and inventory 
control, such as : 

(i» Minimum level, tii) Re-order level, iii) Economic lot size, (iv) Eco- 
nomic order quantity and (v) Maximum level, in respect of ail items to be 
stocked. 

And again, there is the **ABC analysis % which marshalls the stocks of 
priority item groups, needing constant attention and strict control 

Use of techniques, such as the foregoing has helped managements to 
reduce substantially quantities and types of iaventoiies, in stock, thereby 
reducing relative inventory costs by crores of rupees. 

MEASUREMENT AND CONTROL THROUGH FINANCE 

Vse of financial Ratios ; A financial ratio expresses relationship 
between two accounting figures taken from Trading Account, Profit and Loss 
Account, or Balance-Sheet) in mathematical terms. It helps to make a quali- 
tative judgement about financial position and performance. To obtain a better 
Idea of managerial performance, comparison should be made between, 

(1) Ratios for a few past years with ratios for current year, 

(2> Ratios for a few competing successful firms and its own ratios. 

(3) 'Ratios for the industry to which the firm belongs and its own ratios. 

The following four types of ratios have been widely used for measure- 
ment of diffeieDt aspects of managerial performance ; (1) Liquidity Ratios, 
(2) Debt Equity Ratios, (3) Activity Ratios, and 4) Profitability Ratios, 
Liquidity ratios measuie a firm's ability to meet current obligations, debt- 
equity ratios show proportion of debt and equity in financing the firm, 
activity ratios reflect the firm’s efficiency in utilizing its assets, and profita* 
bility ratios measure overall performance and effectiveness of the firm’s 
management. 
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UqidSty Xattoi; Aflrmthorid flwim tbit H dOM not iuflbr Ikon 
lKkofliq«Uil 3 r,«adali»tli»thbiiottoollqBid. Fli&«eofa coo^uylo 
iDMl lb obligttlons due to lack ralBciaat arfll ranll in poor etadH 

ntiagaadlon of ctcditon, conflttenoe. (te tbe ottier hand, a very Ugh 
degree of nqnidity is ahb bad. becaiue Idle aueta cam ootUng and yet they 
have to be paid for. The ratios whidi iadleate the eatent of liquidity ate : 
(1) Carrcpt ratio and (2) quick ratio. 

Current Ratio : It Is calculated by dividing current assets by current 
UabiUUes: 

( Current assets -^Current liaUlities ) 

Current assets Include cash and those assets which can be converted 
into cash within a year, such as marketable securities, debtors. Inventories, 
and {repaid expenses. All obligations asaturlng within one year are Included 
in current liabilities and these include creditors, bills payable, back overdraft. 
Income tax liability and long term debt maturing in current year. A ratio 
of greater than one means that the firm has more current assets thmr current 
claims against It. As a conventional role, a current ratio of 2 to I is consi- 
dered to be usually satisfactory, 

Qfiick or Acid Test Ratio : It is a more rafined measure of a firm’s 
liquidity, It shows the relationship between quick or liquid asrets and 
current liabilities. Liquid assets include cash, bills receivables, book debts 
and short term marketable investments. 

[Quick or Acid Test RatiosQuIck or Liquid assets Current Liabilities] 

Generally, a quick ratios of 1 : 1 is considered to represent a satis- 
factory current financial condition. 

Debt-Equity Ratio : It is the measure of the relative claims of creditors 
and owners against the firm's assets. It is calculated as follows : 

[ Debt- Equity RatioaLong term debt -^Shareholder’s Equity. ] 

A high Debt Equity Ratio means that the claims of creditors are 
grea’er than those of the owners. A very high ratio is, therefore, unfavour- 
able from the firm’s point of view ; it may mean increasing pressures of 
interference from creditors. On the other hand, a low debt equity ratio 
represents a satisfactory capital structure since it provides a larger margin of 
safety, 

Activi-.y Ratios : These ratios are used to evaluate the efficiency with 
which the firm manages and utilizes its assets ; these are also called turn- over 
ratios because they Indicate the speed with which assets are being converted 
into sales. A proper balance between sales and asants generally Indicate that 
assets are well managed. The more important of these ratios are : (1) Inven- 
tory turn-over, (2 'Debtors tarn-over and Collection Period, ^3) Total Assets 
Turn over and ;4j Capital employed turn-over. 
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Inventory Turn-over Ratio : This ratio indicates the efSciency of 
inventory management. It is calculated by dividing cost of goods sfdd by 
average inventory. 

{ Inventory Turnover— Cost of Goods Sold-f-Avetage inventory ] 

The figures of cost of sales is atrived at by deducting closing stock figure from 
the total of opening sto:k plus manufacturing costs ; average inventory figure 
is calculated by adding opening and closing stocks and dividing it by 2. 

When figures of cost of goods solid of average inventory are not easily 
available. Inventory turn over is broadly calculated by dividing sales by 
closing stok. (Inventory tumoveraBSales-rClosing stock*. A high inven* 
tory trunover indicates a good inventory management, and a low turnover 
suggests an inefficient inventory management. The latter implies excessive 
inventory levels which ate not warranted by production and sales. 

Debtors turnover Ratio : Debtors Turnover is used to judge the 
quality or liquidity of debtors. The ratio is found out by dividing credit sales 
by averge debtors ; average debtors b calculated by adding opening and. 
closing balances of debtors and dividing it by 2. This ratio indicates the 
number of times, on the average, that debtors turn over each year. 

Average Collection Period Patio i This ratio is calculated as follows : 

Average Collection Periods: Debtors x Days in the year 4- Sales. 

This represents the average number of days for which the firm must 
wait, after making a sale and before collecting cash from a customer. 

Tbb ratio measures the quality of debtors, since it Indicates rapidity 
or slowness of their collectibility ; shorter the period, better the quality of 
debton, for It implies prompt payment by debtors. On the other hand, an 
excessively long collection period implies a liberal or inefficient credit policy 
and collection performance ; it delays collection of cash, impairs debt paying 
ability of the firm and implies a possibility of more bad debt losses. 

^ixed Assets Turn-Over Ratio : Thb ratio measures the effi ie:^cy 
with which the firm b utilizing its investment in fiaed assets, such as land, 
bnlldinga plant, machinery etc., and abo indicates the adequacy or otherwbe 
of sales In relation to fixed assets. 

Fixed Assets Turn OverBSales-f-Net Fixed Assett. 

Genetaliy, a high fixed asset turnover ratio indicates effident utlization 
affixed assets in generating sales, while a low ratio points to ineffident 

Total AsaetsTiim-over Ratio : In addition to fixed assets, other assets 
abo ooBfirllmte to production and sales of the firm and they must abo be 
managed cflBdeatly. 
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Total Assets Tum*Over=Sile8^Total Assets. 

This ratio is significant, as it shows the firm’s ability of generating 
sales from all reasourccs entrusted to it A firm’s ability to produce a large 
volume of sales on relatively small total assets, is an important measure of 
the firm’s overall performance In terms of profits. 

Capital-employed turn oyer ratio : It represents the ratio of long 
term funds. (Shareholders* funds + long term borrowings) to the sales of the 
firm. 

Capital-employed turn ovcresEsales-^- Capital employed. 

This ratio indicates the degree of ability of the firm to generate sales 
per rupee of long term investments the higtier the ratio, the more efficient 
is the utilization of long term funds. 

Profitiability Ratios : The objective of every business, whether in the 
private sector or in the public sector, is to earn sufficient profits or surplus, 
in order to survive in a lean period, to provide, for expansion and growth, 
and to make its contributions to welfare of the society. It is, therefore, 
imperative to evaluate efficiency of a company in terms of profits. For this, 
two profitability ratios are generally used ; (Ij Profitability in relation to 
sales, and (2) Profitability in relation to Investment. Gross Profit Margln= 
(Sales-Cost of Goods Sold;--: Sales x 100. 

Gross frofit Margin reflects the efficiency with which management 
produces each unit of saleable products. It may increase due to one or 
more of the following factors : 

(1) Higher Sales price, cost of goods sold remaining constant. 

(2) Lower cost of goods sold, sales price remaining constant. 

(3'^ A combination of variations in sales price and costs, with the 
margin widening. 

(4) An increase in the proportion of higher margin items. 

A decrease will point the other way. 

Net Profit Margin Ratio : It is measured by dividing net profit after 
tax by sales. 

This ratio established a relationship between net profit and sales and 
measures management’s efficiency in manufacturing, administering and selling 
its products or service. It is an overall measure of the firm’b ability to turn 
each rupee of sales into profit. 

Operating Ratio : It is computed by dividing all operating expenses 
by sales. 

A higher operating ratio is unfavourable as It means a small margin to 
meet payments of interest, dividends etc. A careful study of the factors which 
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cause veriatlons lu^ the operating ratio vould reveal the factors responsible 
for higher expenses and enable the management to take appropriate measures 
to control them. 

Return on Investment (ROI) : Profitability of a firm is also measured 
in relation to investment. The term investment may refer to total assets or 
capital employed. The important latios used for this are ; (1) Returnon 
Assets . ROA), (2) Return on capital employed and (3) Return on Shareh- 
olders’ Equity. 

Return on Assets Ratio (ROA)^'i^tl Profit after taxes -r Total 

Assets. 

This ratio is a useful measure of profitability of all resources invested 
In the assets of the firm. 

Return on Capital Employed : This ratio which is one of the most 
important for measuring operating results, is calculated by dividing net profit 
after taxes by capital employed. (Return on Capital Employed= Net Profit , 
after taxes -4- capital employed, that is long term debts and Share holders* 
equity). It measures how well the management has used the funds supplied 
by creditors and owners ; the higher the ratio, the more efBcient is the firm in 
using the funds. 

Budgets 

This technique will be discussed later on, in this Study Note, as a 
significant aid to control. 

Measurement and Control through Morale : 

The third area of control is performance of people In the organisation 
through morale. Morale has been defined as ‘The subjective attitude of 
employees towards the management, its objectives, goals , policies & practices, 
and towards their work*. The morale of a group of workers is said to be 
high when the group shows an attitude of satisfaction with, desire to continue 
in, and willingness to strive for, the goals of the group. It is claimed that 
high morale leads to higher productivity and helps survival and prosperity of 
the organisation in the long run. On the other hand, lov| or poor morale 
can lead . employees to resort to go-slow, work to-rulc practices, or even 
strikes, which could undermine productivity. A high morale is usally taken 
as an index of sath factory overall performance of the people and the 
organisation. 

The problem involves stimulating a reeling of togetherness, of a sense 
of identification with one's job, working conditions, fellow workers, supervi- 
sors and the company, which is conducive to the achievement of company 
goals. Two main factors which affect morale of of employees, ate : (1) Histo-* 
ry of management employee relations, and (2) Seope for employees to 
influence management decisions which affect them. 
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History of Management-En^loyee Relations'. Influences the state of 
morale at any time, and idso conditions both the speed and the direction of 
employees* reactions to various evsnfs. For exempte, when morale has been 
high for some time, adverse developments will depress it slowly ; on the other 
hand, if morale has been at a low ebb for a long time, even dramatic attem- 
pts to relieve unsatisfactory conditions may produce little reaction for 
months. 

Ability to Influence Management Decisions : The feeling of ernpl* 
oyees as regards their ability to influence management dcchions that affect 
them, rather than any specific decision in itself, affects their morale. A decw 
sion to grant a pay increase, for exemple, may not have more than a softening 
affect if workers feel that' future giievanccs wul not be taken serinusly by 
management without a prolonged struggle. On the other band, a prompt 
response to employees grievances may help to sustain employee morale, even 
if management decides, after investigation, not to agree to an immediate pay 
increase 

The two factors which affect employees’ morale are, to some extent, 
within the control of management 

However, there may be issues on which sharp difference of opinion 
might occur, leading to serious disputes between management and employees. 
These will have an adverse effect on employees morale ; and. if such a dispute 
is settled in an arbitrary manner on mangagerial prerogative, in may seriously 
damage employee morale. If. however, management sets up an Impartial 
grivance machinery, refers all disputes to it and abides by its decisions, it will 
succeed in raising employees’ morale, and in maintaining it at a high level 
for a time. 

Measurement of Morale : The more difficult problem about morale 
is its measurement, for this is essentially a matter of subjective feeling and 
concerned with a group rather than an individual Social scientists, however, 
developed the technique of Attitude Survey to measure, not the morale itself, 
but relative level of morale 

Attitude Survey : There are different techniques for measuring attitude 
of employees about a particular subject or about the management in general. 
These are : (li Interview with printed questionaire, (2> Guided cr unguided 
interview, (3: Disguised, non-structuied interview and (4i Projective techni- 
ques. Using one or more of these techniques, ap expert conducts an initial 
survey to find how employees feel about a particular subject, for example, 
promotion policy, welfare facilities, suggestion scheme etc. An intensive 
communication programme is then launched to improve the knowledge, 
opinion and the attitude of employees about that subject Another survey 
Is then conducted to .find out the degree of change which has been brought 
about the subject matter, as a result of the communication campa^n. 



those who have conducted a large number of attitude surveys claim 
that it has been possible to assess, with some degree of accuracy, the level of 
employee satisfaction and morale. Through comparison of various plants, 
departments, occupational and other groups, a management gets to know as 
to which department, secsion or a group within the organisation has a lower 
morale comparated to other departments, sections or groups. 

Attitude Survess also reveal the factors which have a particular signi- 
ficance as incentives and as determinants of employee satisfaction and morale 
within its organisation. 

They also provide a rough measure of the relative importance attached 
by employees to different aspects of the work- situation and of work 
r^tionsbfps. 

Armed with such valuable information about the factors which influece 
attitude of employees, as well as relative importance of these factors from the 
view point of emplo>ee. a management can take appropriate measures to raise 
the level of the morale of its employees and to maintain it at that level for a 
time Th US:, employee morale may serve as a reliable index of overall 
performance of the management in the long run 

Human Implications of Controls : In general, people dislike controls, 
resent them and occassionaliy even try to manipulate records of peiformance 
to confuse or CD islead the controllers, that is. the boss, the inspector, the 
accountant, the auditor, as the case may be But if a company is to achieve 
its planned objectives, goals, standards, it is essential that cor trols operate, 
are accepted and are acted upon. This makes it necessary to understand why 
controls are resented and what can be done to inake them acceptable. 

Why Employees Resent Controls : Social scientists and practising 
managers who have observed employees at work, have been able to idei>tify 
some causes of employees* resentment against controls : These include : 

Failure to accept Objectives : One reason why workers may not like 
a control is that they have no genuine interest in accomplishing the objective 
behind the control A worker may not just care about reducing waste because 
he thinks the company is lich ; a salesman may not care to push a new line 
of low priced products becau&e he feels they arc junk. On the other hand, 
if a worker accepts a given objective as worth-while, he may accept the 
necessary control. Multiplicity of objectives may introduce further complir 
cations : If there are man} objectives, some arc likely to be vague and some 
incompatible with one another. In such a situation, if controls are placed 
only on some aspects of a job even acceptance of these objectives may kavo 
an employee with a feeling of uneasiness about the unconiroUed a^p^cts. lU 
will then blame the controls for this feeling. 
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Stviivds s$t are mreaetmaMe s Another reaion for dislike of control 
nny be the feeling tint standards set ate unreasonably high For example, 
if an operator feels that the standardss of quality prescribed is too high and 
oumot be attained, or that is the really not necessary, he will resent the 
relevant control. 

Too mmy controls i Most employees generally expect and even wel- 
come some control over their activities, but as more and more aspect of their 
work are subjected to controls, they begin to get a feeling of being pressed on 
all sides, of being suffocated, of being deprived of freedom. In sbor^ with 
too many controls, even those few which were accepted before come to be 
resented and resisted 

Arbinary exercise of control : It has been suggested that employees 
do not really resent control perse (by itself ; they may resent it because of 
arbitrary manner in which control is often exercised. A manager may have a 
prejudice against a particular subordinate, or he may not have full informa- 
tion about his performance and yet he may criticise him for unsatisfactory 
performance, or he may hold a subordinate responsible for failure even 
though the failure may have been due to factors beyond bis control. In 
such it (s the arbitrary manner of exercise of control that creates a 

of injustice and, therefore resentment, against control. 

Pressures of Informal Groups : It was pointed out (Ref : Study Note 
No. 6), that informal groups develop spontaneously within a formal organi- 
sation, and such groups exercise considerable influence on attitude, behaviour 
andartions of individual members. These groups often directly oppose 
standards set by management and put sever, pressure on any operator who 
sides with management in this regard. On the other hand, there are instan- 
ces, especially among managerial personnel, of social groups supporting the 
controls. Between the two extremes of direct opposition and strong support 

there arc many shades of group attitude 

In effect, group attitudes towards control are neither predictable nor 
permanent They arise out of past experience of members of a group, espe- 
cially informal leaders These individual expeiienceo are influenced by such 
factors as acceptance of objectives, reasonableness of standence in the 
integrity of management as regards measurement of performance and attitude 
about legitimacy of controls. This means that a manager can, with conscious 
and delibeiate efforts, influence favourably the attitude of groups towards 

coDtrolp. ^ 

Measures to make control Acceptable : Since a manager has to achieve 

planned objectives, goals, standards, through people, he has to exerdse cont- 
rol whether subordinates like it or not If, however, a manager can reduce the 
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negative attitude of subordinates to control and develop a positive response 
from theDQp be will achieve much better results. 

Making Objectives^ Goals and Standards Acceptable : If a management 
can convince Its employees that its goals are worthwhile and their accompli- 
shment will satisfy personal and gtoup goals, and that standards set are attai- 
nable and fair» employees will accept relevant controls To ensure this, 
management should invite subordinates in the establishment of goals and 
standards. Acceptance and use of the technique of Management by Objectives 
(MBO) will go a long way in persuading emplo>ees to accomphbh the goals, 
in the formulation of which they have taken part, and meet the standards 
they have agreed to As a result, control will cease to be irritating. 

Not Too Many Controls i It is well-known that workers do not like 
that they and their work should be supervised and controlled in detail and at 
all times. This build up resistance in their minds to control ; and yet. it is 
important that everybody should known that this work will be checked and 
measured. This requires that there should be controls, but not great many 
of them. Use may be made of the principle of Management by Exeception, 
according to which, so long as performance Is proceeding according to plan, 
no control need be exercised Further though control has to be continuous, 
it should be as far as practicable, inconspicuous and remote. 

Fact Control and not Person C<ntrol : When deviations in performance 
occur .managers generally tend to hold some particular person responsible for 
such deviations. In tact, however, it is often some txtemal forces, and not 
individuals* who may be responsible for deviations ; such individuals will, 
therefore, naturally resent against the manager in which control has been 
exercised. It is. therefore,- suggested that a manager should primarily try to 
discover what and not, necessarily, who is responsibie for the deviations ; this 
will then not only create any resentment but will secure the co-operation of 
the person concerned in the search for causes of deviations. 

Another aspect of arbitrary exercise of control is when only a parti- 
cular subordinate is picked up for a lapse while others who may be guilty of 
the same, are allowed to go free. This discriminatory, subjective and arbitrary 
cierclse of control is bound to be resented not only by the victim but also by 
Itis gympalhlsers. It is therefore. Che duty of a manager to exercise control 
only on the basis of facts, without any prejudice or bias. 

Flexible Control i. Subordinates may resent control because they do 
not make an allowance for unanticipated or unexpected developments which 
come in the way of meeting standards. They, therefore, plead for some 
flexibility. There is however, a danger that flexibility ma} be used as an 
excuse every time to evade control. And yet, ii must be remembered that if 
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people feel that itaodaFcle of perfonnanoe do not take adequate aceoont of 
(uobbcton, they would letard theetandards as mreaeoDaMe and reaent 
oeasuras to control them. The problein. therefore, is how to introduce 
flezlbBlfy and still keep controls nsefol as a management tool. 

One way of Intioducias flexibility Into a control system, whtte i 
tainihg its integrity, is to make the adjustment automatic. Fleaibie budgeting, 
for example, provide a shifting standard as volume of work changes ; anotlMf 
example of flexiUlity is linking sales quotas to general business activtty or m 
current activity in particular industries or localities. 

Support of Informal Groups : As has been stated earlier, inftaiinal 
groups develop spontaneously in every formal organisation and are led by 
informal leaders. It has often been complained that these informal leaders 
occasioitally decide to restrict output, and bring various pressures on thdr 
members to evade managerial controls set up to secure standard output. One 
way to counterset this practice is to identify informal leaders and establisb 
friendly relations with them. A Manager then could discuss with them not 
only problems of workers at work, but also (rankly discuss his problems with 
them and seek their co-operation. In this way, he could-try to persuade tiia 
informal leaders and their groups to work with him on as many pioblema aa 
posslbie, rather than leave them to work against him. 
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CONTROfk AIDS 

It b important to note that control being one a the elements of the 
tnonagement process, its elTectiveness will depend on tbe>soandnesB of the 
other elements of the process. The elements of planning, organizing, stafiiDg 
•tid directing are, in the final analysis, the means by which managers ensure 
that activity is moving along predetermind lines, with minimum deviation, 
that action towards ensuring results Is as has been visualised, and that results. 
In fhct, measure' up to the desired standards. It would, therefore, be useful 
to study how control aids, such as 1) Good organisation Structure, (ii) Unity 
of objectives, (iii) Unity of Policies, Procedures and Meth ds, (iv) Budgets 
can fecilitate effective control. 

Good Organisation Structure : It is generally true that good people 
can make any organisation pattern work. However, there can be no doubt 
that good people and those who want to co operate, wiil work togeBier still 
more effectively, if they know precisely the part they are to play in any 
collaborative endeavour, and how their rolese relate to (me another. To 
design and muntain a healthly system of roles and relationship Is basically 
the function or organising. 

For an organisation role to exist and to be meaningful to the members 
of the organisation. It must incorporate ^i) verifiable objectives which ate 
the task of planning ; (iit a clear concept of major duties or activities 
involved ; and (iii) an understood area of discretion or authority so that 
the person filling the role knows what he can do to accompUsh mulU. 
Oitaobing, is, thus, grouping of activities necessary to attain objeettves. 
assignment of each group to a manner' with authority necessary to supervise 
It, and the provision for co-ordination, horizontal and vertical, in the enter* 
prise structure. It the top management while setting up an organlsatkm 
structure, keeps in mind important principles of organisation, employees 
would know who is to do what and when, and who is responsible for what 
results. It would also remove ob.-tacles to performance caused by confttsitm 
and uncertainty of assignment. In short, a sound organisation Structure will 
help to make any co-operative endeavour more productive and. in an ideal 
settlog, this would mean that there would be-need to exercise control as 
activities are carried on according to plan. 

In reality, however, there is acute need for ccmtrol, as human organs 
sations, by their very nature, are fiilliable systems. They are operated by 
ottesry mortals in a complex, changing and uncertain envircmmehMmth 
external and internal Objectives and goals are determined, plans, policies, 
procedures and methods are formulated, the system is filled wUb manpower 
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materials and cguinmcnt, and activated ; and yet, a prour achievt j 

the goats. On the contrary, left to Itself, group endeavour may be wayward, 
inefificient. ineffective end may even break down. Without a sy^tem of 
control, objectives may get lost in more activity, means may be mistaken for 
ends and resources may be misdirected and even wasted. To counteract 
these tendencies conscious direction and integration of effort are imperative 
to accomplish organisational objectives. Thus, organising and control may 
be said to have the same object, namely to make a system operate along 
predetermined lines, with least deviations. In this sense, a sound organisa- 
tion structure may be said to make it easy for a manager to make control 
more effective than it would be in its absence. 

Unity of objectives’. Traditionally, executives, in the past, belived 
that the objective of business was maximum profit and assumed that all 
eirdo>ccs— managers and othcrs-would unquestionably accept it» and would 
extend full co-operation in achieving it. They, therefore, did not think it 
necessary to explain to them, and still less to convince them, that achievement 
of the company objective, would also make it possible to satisfy their perso- 
nal objectives and goals. Gradually, however, they began to suspect that 
employees not only did not accept the management objective of profit, but 
felt that it often went against their own goals ; and when they felt this stron- 
gly they resorted to such practices as go-slow, work-to rule, and restricted 
out-put, or even went on a stiike and stopped work Control mechanisms 
failed to operate, 1 his meant heavy losses to the management, to the emplo- 
yees, to the consumers and to the society as a whole. Peter Drucker pointed 
out that jf these los.ses are to be avoided, managements should try to secure 
co operation of managers and employees in determining the goals and stan- 
dards to be achieved, and in making controls meaningful For this, he 
suggested the philosophy and technique of Management by Objectives for 
establishing the identity or the congruence, or the unit) between objectives 
of the management and those of the employees, (ref. Study Note 2 ) 

Unity of Policies as Aid to Control 2 As indicated in Study Note 2, 
policies of an enterprise are formulated by the top management and they 
provide the necessar) guideniines to the operating managers in taking appro- 
priate decisions in their functional areas. Major policies give a unified direc- 
tion to an entire enterprise, but there would be of course, separate sets of 
policies in different areas such as marketing, development of new products, 
financial resources, human resources, capital facilities etc. 

To the extenw to which major policies of an enterprise are consistent 
with each other, to that extent, the task of controlling authority will be made 
easy. Only, if there are variations between goals and peiformance. It will 
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bxiiinine u to what extent inconsistent policies ue respoMible, and then 
suggest necessary modifications to remove those inconsistencies 

Procedures Aid to Control ; General policies like personnel, financial, 
public relations are appllicable to the organisation as a whole, and are 
therefore, usefbl for control of total performance. Procedures, on the other 
hand, are meant to guide activities within Department, for example, pnrdiase 
procedure for the purchase department A ptoeedure is particularly useful 
for control purposes when measurement of results of an executive decision is 
difficult ; for example, if a purchase executive is required to follow strictly 
the purchase procedure laid down before he makes his decision to place an 
order with a particular supplier, a control authority has then only to see 
whether the prescribed procedure is being systematically followed or not 
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BUDGETS AND BUDGETARY CONTROL 

One of the moat tanportant instruments of control is tiirongh budgets. 
A budget is a comprehensive and co-ordinated plan, espressed in flmtnriai or. 
future period. It is also referred to as a profit plan, as it explicitly states the 
goals in terms of time expections and expected financial results for each 
major segment of an enterprise. A budget has been definedes a financial 
and/or a quantitative statement, prepared and approved prior to a definite 
period of time of the policy to be pursued during that period for the purpose 
of attaining a given objective. 

Budgeting i A carefully prepared budget is the best possible standard 
agidnst whidi to compare actual performance, because it incorporates the 
esdmated effects of all variables that were foreseen when the budget was being 
prepared. A comparison of actual performance with budget perfonnanen 
shows "red light** that is. it directs attention to areas uliere corrective action 
is needed. Budgetary control may be stated to be the establishment 
objectives relating to fire responsibilities of executives to the requirements of 
a policy and the continuous comparison ot actuals with budgeted results, 
either to secure by Individual action the objectives of that policy, or provlda 
a basis for its revision To secure full benefits of budgetary control, comp, 
rebensive budgeting, that is, budgeting which covers all operations of an 
enterprise is essential. 

Typee of Budgets ; A sound budgeting control system must Include 
a master budget, composed of the separate budgets of its compement parts ; 
major constituents of a master budget are : 

1. Statement of Estimated Income and Expense 

3. Statement of Estimated Financial Condition 

3. Statemeat of Estimated Cash Receipts and Disbursement. 

These ate usually suported, in a manufacturing company, by systw- 
aSatic and detailed budgets, sudi as following : 

1. Profit Budget 

2. Sales Budget 

. 3. Production Budget 

4. Material or Inventory Budget 

5. Purchase Budget 

6. Labour and Personnd Budgets 

7. Manufacturing Expense Budget 

8. Maintenance and RepMrs Budgets 

9. Administrative and Oenetal Expense Budget 
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10. Scttii^ and Oistributioo Expense Budgets 

1 1. Advertising and ^aies Promotion Budgets 

12. PuUic Relations Budget 

13. Research and Deveiiopment Budget 

14- Other Income and Expense Budget 

IS Capital Expenditure Budget 

16. Plant Utilisation Budget 

17. Cash Budget. 

Budgetary Comrot : The procesi oi budgetary control mvorvcs toe 
following Steps : 

1. Realistic plans are prepared and goal are set m respect of approved 
business operations. 

2. Actual performance for eacn area of responsibility is measured in 
finaiu:ial and physical terms. 

3. Actual perrormance is compared with the budgeted siaadard to 
identify significant variances. 

4. Reports are prepared to inrorm managemenii; aoout the variances. 

5. Corrective action is initiated by appropridte authorities to euiure 
that future periormance is as near as possible to the huogeted 
standard. 

6. In extreme cases, modiocatiion ox oudgets, ii exigencies so oeiO'^nd. 

Advantages of Budgets ana Buagetary Control : Budgeting constiiutee 

an aid to planning. A budget requires planning and is also, in itseil. an 
instrument of planning Forecasting or projeejng a iutuie course or action 
implied in budgeting, is essentially a pianniii^ process. Comprenensive 
budgeting forces the loanagement to develop a nciworx ol o&jcatives, policies 
and plans for all phases of operations of an enterprise. 

Budgeting also acts as a means of co-ordinating the various acavities 
of a business. For example, production budget has to be related to sales 
budget, which in turn, has to tage into account the existing production 
capacity In fact, every aspect of preparing budgets forces co ordination ; 
and the process of integrating various budgei.s into a Liiaster buoget aUo 
highlights the importance of co-oidiuation implied m ouag&dng. 

The most widely known use of budgeung is ior coniroi purposes. 
Budgeting compels a management to lay down objectives and goals in 
numerical terms and thus provides with }ard sticks for mea^u^ement of 
performance. Budget reports points out the deviations and suggest coriecdvu 
actions. 

A budget throws light on tne programme of profit. For a long lime, 
profit was traditionally pictured as, P (Proat)«S Sales)- C ( Costs). Today, 
however, budgeting helps to draw the attention of all managers that profit is 
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the primary atm of a business and, tneicfoie, out of sales proceeds the 
desired profit must be sec aside aud the balance should be regarded as 
allowable costs, that is S— Po^C. This is why a budget is often called a 
profit plan. Furthei, a budget emphasises that a management, which desires 
to ht assured of a defimie piofit, must conuoi its costs. 

itudgc^iiug icaches m execudves no thinir in terms of money and 
makts >kHen avt^re of manedaiy smpiications oi lkieii pi oposala and actions. 
toi CiLanipk, if a conUoiiei i^uggtsiLs an increase in inventory he im- 
meciaiciy bccoiijcs awaie, through the buogel^ that moie capital will be 
tiqc:iiin.d, wui ftieau greater inncrcsi nurden, mure space for storage 

moke mcicenlax txpti.sts. Again, if a pioducliun manager asks for a 
muchme %.(j replace oio one, he will imnieciateiy icalise that his requ* 
ts«. v-^m DC consioe^co Ouiy kk he is aoic to show that over all economies of 
tne nc j macaiue justiacs int p:ojec«. in aik iis aspects. 

jbiicguiir^ aCiS as ior sen anaiysis. icv&iy cmerpnse in 

c.\5steiiCc Hi i^uuiocr ot yeais ac^mres sti. 't naoiis some of which might 
beasomet oi was&c. iasias a ship, aktci / number of voyages has io be 
dockee, toi nei wO ut gcneiahy uveihauitd and rcpaiiea toi turiher service, 
cvciy tulupiiix nas to ot dockco occasicnahy. Every branch oi activity 
must oe cuticany examined anc anaiysec. winch would enabk the organisa- 
tion nd it sell andt'Uabie nabits ana to i an smoothly. Budgeting, m 

ihoa, provioi& oppouuniucs koi icgukar ovesnaui ol the whole oiganbation. 

Fmaiity, huegcung will moucc tAccuiives to avoid all avoidable wastes 
wntkcvii po&skoie. 

J^iexio.e BuJgtung : ci aciai aspect of budgetary control is the com- 

parison of Hctuxi periormance cased on aau&i ievci of scrxivity with budgeted 
perfoimance on oucgt^cu levci of activity However, the deviations will not 
br rricaningful li ;hc aciuai levck ul acdvity difiers irom pianhed level of 
activity. To measuie the cor reedy* aciual performance should be 

cohipared with budgeted pcdorm&iMce lor actual ievei of activity. This 
a rxtd ^ux fiexihhuy within the budgeting sys^m : it should be 
able to allow for chasgicg coskcktions Planned level of activity may be 
difficult to achieve because of changing conditions. 

A fixed or scaik buogci may be used to measuire variance if there is 
not much difiertnee betweca aciuak ievei and planned level of activity. 
Budgets prepaid lor a Bingie level of atdvj&y, wikh no basis for modifying 
them for changed circamsrahces, are i^ixcd or btaiic Budgets. When there is 
a significant difference between aciuai level and the planned ievei oi activity. 
It is in appropriate to use a budget based on the pianned level of activity for 
evaluation of pcilormancc. in such a situation, a performance budget is 
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prepared to show what resources and costs should have been necassary at the 
actual level of activity. For ezamplCp If a firm was expected to produce 
10,000 units during a given period but could produce only 9000 units, the 
budget based on 10,000 units would not be a meaningful standard of meaao- 
rernnt. A performance budget showing revenues and costs that should have 
been incurred at 9000 units, would be more appropriate for appraising per- 
formance. (On the other hand, it may be essential to probe why only 9000 
units were produced but that is t slightly different issue ). 

The performance budget Is prepored from a flexible budget. A flexible 
budget is a series of fixed budgets that provide for cstonattM of re-veouess 
and costs at different levels of operating activity, in a budget period, 

Zerihbase Budgeting : 

According to this technique, enterprise programmes are divided into 
^*packages**, comprised of goals, activitiet and rcsourses needed and costs are 
calculated for each package”, from scratch. By starting each programme 
from base zero, costs are calculated afresh, thus avoiding ihe tendency In 
budgeting to look only for changes from a previous period. 

A great advantage of this budget technique is the fact that it forces 
managers to plan each programme package afresh ; as they do, programmes 
and their costs arc receivec la their entirely, along with newer programmes 
and their costs. 


BUDGETARY CONTROL 


Fixed Budget, variable Budget ana Zero-base Budget : 

A budget is a formal financial statement o( expenditures, revenues, 
and profits planned for a specific future period, usually a period of one 
year. This budget is al^o known as the normal budget or the fixed Budget. 
It is called a fixed budget because, it lays down fixed standards of costs 
and revenues for all the activities included in tne budget. Operating 
managers are responsible for any variations in costs or revenues. 

One complaint of the operating managers again?! the traditional 
budgets is that they Ure often inflexible. They point out that if variations 
occur in actual performance even due to the forces beyond their control* 
they would be held responsible, and this is unfair to them 
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Vartabig Budgets: While fiteA Imdgets ezpteu whet Indfvfdael 
oofiti should be et one spedfled volume, veiiable budgets are cost sche* 
dules that show how each cost shall vary as the level of activity or output 
varies. As a residt, if selliog expenses for a year exceeded the budgeted 
expenses, the sales manager need not be blamed If the sales also have . 
increased proportionally. In this way, the variable budget provides aa 
element of flexlbUl^ which is not there in the fixed budget. 

Zero-base Budget (ZBB ) : This concept hat been developed very 
recently. In the normal budgeting process, the previous year’s levels of 
expenditure for all heads in the budget are assumed to have beeb appropr* 
late. The task of the person in diarge of budgeting is to dedde which 
activities and funds should be added. Such a process builds Into an 
organisation a bias towards continuation of the sune activifies year after 
year, weil after their relevance and usefulness have been lost because of 
environmental changes or changes in the organisation’t objectives. 

Zero-Base Budgeting, in contrast, requires the management to look 
at Its activities afresh. The previous year’s resource allocations are not 
automatically considered as the basis of this year’s allocation. Instead, 
each manager has to justify his budget proposals. The top management 
examines each proposal on the basis of cost ben^t analysis before bclu- 
dlng it in the master budget. 

Zero-Bas Budgeting involves the following three major steps : 

1. Breaking down organisation’s activities into ’’Decuion Packages’*. 
Each package includes all the information about an activity that 
managers need to evaluate that activity and compare its costs and 
benefits to other activities plus the consequences expected if the 
activity is not approved and tiie alternative activities that are available 
to meet the same purpose. 

2. Evaluating the various packages and ranking them In order of decrea- 
sing benefits to the organisation. 

3. Budgeting the resources according to the ranking approved by the top 
management 

Beuefits 

Manafers are required to quantify each ititemative and thereby 
provide the measures needed for comparisons. Second, low priority 
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progfBnunes can be dhnlnated ot cot off with greater justificatfon. Third, 
alternative programmes and thelf advantages can be periodically 
reviewed. 

Ditadvmtage : 

There is only one majot disadvantage, and that Is, it cnvolves a 
great amount of paper work for aumagers. 
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SELE-EXAMLNATION QUESTIONS 
f dnswt^s to the$e Quutiomt art NOT to be submitted ) 


1. Dktingalib betweeo the Traditional and the Modem Views about control 

2. Describe briefly the essential steps in the ptoceduie Ux control, giving 
suitable examples wherever necessary. 

3. Describe briefly the technique of PERT and ezphdn how It helps cMore 
effective control of production. 

4. Define budgetary control and discuss its advantages. 

5. Write notes on the following : 

(a) Strategic Points for control, (b) Types of Corrective Action, 

(c) Flexible Budgeting, (d) Financial Ratios, 

(e) Morale and its Measurement. 

A. Outline a scheme of Ratio analysis, for overall company appraisal, with 
particular reference to the following i 

(i> Appraisal of liquidity, (ii) Appraisal of profitability. 

7 . Show your fsmiHarity with the following concepts and their apelicatkai 
as Instnuneots of control : 

(i) Zero-base budgeting, (ii) ABC analysis. 

t. Discuss critically why emoloyees generally resent control ; <u>d, indicatss 
measures to malre control acceptable. 

9. Discuss fully why business organisations need control. 

10, Outline the salllent features of an effective Control Scheme. 
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STIJOV NOTE : V?!f 


EVOLUTION OF THE PUBfJC SKCTO^ 

Evolution of the public sfsotor in India is c/'nn?>r'’t»v^-lv recent one. 
Unlike in W^-^ittro countries like the U K. France Sweden and 

Italy, it started in India, only airier Independence kiior there was 

virtually no public bccfor m the (nd’^tn ecoT^om^. SomK* wo^^thy of 

mention were ,9.) Railways (b) Post and > Al! India 

Radio, (dt Port Trusts, (e; Reserve *^ank of India (f\ and Air 

Cl aft Factories This whs. of course due lo >»?s»or’CHl r-?? and thera 
were hardly any national economic rtoo'^l *'S)eoftv-5 h-hir-n she est ;hnsn- 
men» of these undertakings. 

The 9ovrcj» of inspiration for the rtf eh-" rpr/'O** 

the country n>ay be traced to the Oirectivc PrincioS-^s :»f n.'^hry hr>e.;, 
in our Consitution apopted on Jannarv p'!nc>’es !{»»r? ftpwir^ 

that the state shall so direct its pobev th?f owner'jHio f»nd co'^o-o. of th^, 
material resources of the con?’^nnlty rrj snb‘;^''ve *he rnTrsT»on 

good, and fb the operation of ^he economc ?^'^F^err‘l shall n^t rpcdt in the 
concertraion of wealth and mennip, of nroduf't 'on to the cor»fr»on 

Earlier, the (fOv>prnniert of India er>”cr»i<^rd. ?t> ♦h*'**r 
Inilustrial Policy stat^^merv^ of the ••esp^^Tive roi''^ o^ •he state a^d ''ho 

private enterprise. ‘‘A dyuapiin uationHi pobey must h^ d '^ectM to a c enti- 
nuoirs increase in productfon by ab possible means sid^ hv '^de wi^h 
to sn^curc its equitubie dis^^\h’’tion’*. The problem-' of opHiripat^o'^ 
industry and the conditions ir wh^'^’h orfva?e enterorise si^onV? be ro 

onerate most be judged m this content. Accordinciv industrial ft-ld was 
divided into three grouns ; stratc»ni>, fodostriis should be f:h^ 

exclusive mononolv of the 5t*»te forerample r?r>nc'^':^^ture cf arms 
amunition atomic energy, and railway tjansport ; t? 4*iso provided that, in 
any emergency, the ifovcrnnient could takeover anv other industry considered 
vital for national defence 

(b) Key industries Hke coal, iron and steely air-cr\ft manufacture, ship 
building, manufacture of telegraph, telephone and wire less apparatus, at'd 
mineral oib ; where existing, private concerns would he allowed to oper^fe for 
the next ten years, subject to the inherent right of the state to «-rcu!re apv of 
them in public interest, and to estashlish new undertakings in this held : and 

(c) remaining industries, where private enterorise would be allowed to 
operate, subject to such government control and regulation as would b* 
considered necessary. 
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Industrial Policy of 1956 : The next tandmtrk in the evolution of 
the public sector was the announcement of the todK^trial Policy Resolntkia of 
1 9S6. It meant a revision of the earlier policy becanse of certain important 
developments which had taken place since 1941. First the Constitution of 
India was enacted, guaraating eertalc Fundamental Rights to every citizen and 
enunciating the Directive principles of the State Policy. Secondly, the 
Parliament accepted the Socialist Pattern of Society as the objective of social 
and economic policies of the Government. Thirdly, the second Five Yerr 
Plan, which accorded a high priority to industrialisation and spedaD) the 
jevclopmcnt of the basic and heavy indusiiics. was to be placed before tne 
country. In order to realise the socialist pattern of society, accelerate rate 
of economic growth, develop heav> machine industry, and speed up Indus- 
triaiisatioR. it was essential to expand the Public Sector Expansion of the 
Fubiic Sfctlor was also necessary for providiag increasing employment, for 
improving standards of living of the masses, for reducing disparities in income 
and wealth, and for preventing private monopoly and concentration of 
economic power. 

The industrial olicy Resolution of 1956. stated, inter alia, that “The 
adoption of the socialist pattern ol society as the national objective, as well as 
the need for planned atsd rapid development, reoulre that all industries of 
basic and strategic importance should be in the public sector. Other industries 
which are essential and icguire investment os a large scale which only the 
slate can provide, have also to bn in the pabl'c sector. The rtate has, there* 
lore, to assume direct responsibility for the future development of industries 
ever a wide are.*-”. The resolution also stated that the state will progressively 
accept a predominent and direct responsibility for setting up new industrial 
under-takiegs and for the development of transoort and infra*atmcture 
facilities. The State will also undertake trading on an increasing scale. The 
Resolution also laid emphasis on the role of the private sector in the planned 
national development. 

Revised Classification of Industries t Accordinng to tbht ReioIatioB» 
induitrie.s were classified into the following three categories : 

1. Industries under the Exclusive State Monopoly : 

This Includes seventeen basic and strategic industries, future develop- 
ment of which is the exclusive responsibility of the State. They are (1) Anns, 
Ammunition and idlied ‘items for defence equipment, (2) Atomic Energy, 
(3) Iron and Steel, (4) Heavy castings and foregoing of iron and steel, (5) Heavy 
i-lant and Machinery. (6) Heavy Electrical Plant, Hydraulic and Steam 
tutlanes, t?) Coal and Lignite, (8) Mineral Oils, (9) Mining of iron ore, 
manoganese ore, ctuome ore, gypsum, sulphur, gold and diamonds, (10) Mining 
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and Processing of copper, Tead, zinc and wolfrair, (11) Minerals specified in 
the Schedule to the atomic energy, (12) Air- Craft, (13) Air Transport, 
(1) Railway Transport, (15) Ship building, (16) Telephones and telephone 
cables, telegraph and wireless apparatus, (17) Generation and distribution 
of electricity. 

II Progressively State-owned Industries : , 

This category includes twelve industries in which both public and 
private enterprise will exi^t side by side but which will be progressively state- 
owned and in which the state will take initiative in establishing new units. 
These industries include (1) All other minerals except the ‘'minor mineral 
(2 Aluminium and other non ferrous metais, (3 Machine Tools, (4) Ferro- 
alloys and Tool Steels, (S) Basic and intermediate products required by 
chemical industries such as the manufacture of drugs, dye-stuffs and plastics, 
(6) Anti biotic and such essential drugs, 7) Fertilisers, (8) Synthetic Rubber 
(9) Carbonisation of coal, (lOj Chemical Pulp, (11) Road Transport, and 
(12) Sea Transport 

III. The Mixed Sector with Primary Rale for the Private Sector : 

This category includes all industries except the twenty nine industries 
listed above. The devrlopm^^ui of these industries has been left to the initial 
five and enterprise of the private sector, though the state has the right to set 
up any imdertakmg in this field also. 

Licensing Policy of 1970 : According to this policy^ industries were 
divided into the following six categories. 

n Core Sector : This included basic, critical and strategic industries 
involving heavy investment over Rs 5 crores. It included 17 basic industries 
specified in the Schedule A of the Industrial Policy Resolution of 1956, as 
well as new 9 industries— fertilizers, tractors, insecticides, newsprint, petroli- 
um products etc. New uniu In these 9 industries could be established in the 
public sector or in the private sector by large industrial houses (with assets 
of Rs. 20 crores or more) or by foreign concerns 

2) Middle Sector : This sector included projects involving Invest- 
ment ranging from Rs. 1 crore to Rs. S crores. This was reserved for small 
and medium enterpreneurs. 

3) Delicensed Sector : New undertakings or substantial expansion 
of units requiring investment of Rs. 1 crore or less were exempted from obta- 
ining any licence. 

4) Small Scale Sector ; Industries involving Investment of Rs. 10 
lakhs were termed as small scale industries. Manufacture of SS items was 
reserved for this sector. 
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5) Export lndiutrle $ : IndtuttiM which export a major part of their 
output and earn lubstantial amoimta of foreign exchanie, were mcluded la 
this. These were given priority in the matter of issue of licences and other 
facilities. 

6) Joint Sector : The Licensing Policy antHorised public Bnaneial 
institutions to convert their loans partly nr wholly into equity. This would 
enable them to have a greater degree of particioaiion in management, parti* 
cularly at policy level, In major projects involving substantial finandal assia* 
tance from them. 

This policy led to substantial expansion in the scope of the public 
sector. It empowered the public sector to take up short gestation projei-ts 
jielding quick returns, to cover major production garrs in the economy. 

Licensing Policy of 1973 : Scope of Public Sector further expanded : 

The new licensing policy modified the earlier oolicy of I *>70. ft 
allowed for further expansion in the scope for the public sector. It laid down 
that “In the context of the approach to the Fifth Plan, the Slate will have to 
take direct responsibility for the further development of industries over a 
wide field in order to promote the cardinal objecilvts of growth, social justice, 
self reliance and satisfaction of the basic minimum needs”. As a result, the 
scope of the Core Sector was further expanded, in .addition to the 17 basic 
and strategic industries, 19 more industries were added to it. New units in 
these industries could be set up by the Government in the public sector or bv 
big bouses or by foreign concerns 

Growth of the Public Sector : After Independence, the Government 
decided to assume direct responsibility for development of industnes over a 
wide area, and to implement its plan of a socialist pattern of society. The 
Government believed that private enterprise would find it difficult to raise 
the necessary financial resources for a large number of giant nrojects which 
would need huge investments and Involve long gestation periods. It also 
believed that national socio-economic goals-a rate of growth, higher 
national and per capita Incomes, a reduction In inequality of Incomes, a check 
to the concentration of income and wealth in the hands of a few big families, 
development of backward areas, employment to the increasing number of 
job seekerr- could- be achieved only through a planned growth of the Public 
Sector. For the attainment of these goals, the public sector was assigned 
progressively important role in the Five Year Plans. 

Public Sector in Pre~ Independence Period : The birih of the public 
sector in India took place during the tbhd and the fourth decades of the nine- 
teenth century. In Its early days, governmental enterprise concerned itself 
with the establishment of the Railways and Post and Telegraphic Communi- 
cation, mainly for the purpose of expansion and consolidation of British Rule 
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io India. (For the rest of industrkil development, it was left to private enter- 
prise, mainly through firms, organised and controlled from Britain, as could 
subserve economic interests of their home economy). 

Even after ibe turn of the century, the government continued to take 
interest only in communication and so it entered the era of broadcasting by 
setting India's first All India Radio Broadcasting Station, in Madras in 1924. 
Other pre independence period landmarks in the public sector included natio- 
naKsatIcn of the privately owned Hindustan Aircraft Company as a part of 
the war effort, nationalisation of the telephone systems of Calcutta. Madras 
and Bombay, nationalisation or railways af?d nationalisation of the overseas 
cHecommunication service. 

Fast- Independence Period : The first year of Independence marked 
a surge forward in the public enterprise. The Government announced its 
Industrial Policy and declared its intention of going into public enterprise in 
a big way In 1948) first step and significant in the rays to come, was 
the cst:»blishmcnt of the Automic Energy Commission. TJien were set up. in 
the same year, Oamodar Valley Corporation, Indian Telephone Industries 
and the Industrial Finance Corporation. 

Since 1951. when the first Five Year Plan was launched and through 
the succe>stve Five Year Plans, there has been an increasing investment in 
public enterprises 

NationalUation of Banking : The Reserve Bank was nationalised in 
Later, the Imperial Bark waa nationalised and in place the State Bank 
of India was set up in )9>5. In 1969, the fourteen principal commercial 
banks were nationalised. As a result, the government is now in command of 
tbf whole of the Indian Banking system, with the exception of the foreign 
banks operating in the country and a few Indian Banks in the private sector. 

Ufe and General Insurance : Life insurance was nationalised in 1956 
and a large number of insurance companies were absorbed in the Life 
Insurance Corporation. Subsequently, general insurance was also nationa- 
lised in 1971. As a result, considerable funds are now available to the 
Government for investment in socially useful projects. 

F reign Trade : State Trading Corporation was set up in 1956 to 
undertake import and distribution of selected items on behalf of the Govern- 
ment ; Minerals and Metal Trading Corporation, as well as the Indian Moti- 
on Pictures Export Corporation were established in 19^3. 

Take over of Private Firms : This was started as a scheme to take 
over some *sick’ mills, mainly cotton mills, in order to prevent unemployment 
for those working in such mills and also to modernise them and to improve 
their working. Later, it developed into the taking over, mainly through nego- 
tiation, a number of well known engineering companies, such as Jessops, 
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Richard&on and Cnidd«a. Balmer Lawrie, Barn and Co., BraIth*Wafte and 
Co., Indian Standard Wagon Co., and tbe Indian Iron and Steel Company. 

Coal : The cooking coal Indnstry was nationalised in 1972 and all 
the other coal mines were nationalised In 1973 

Oil : The oil industry has 'leen progressively taken over from tbe 
foreign oil firms operating in India b> the process of negotiation. Thereafter 
substantial amounts have been .'dlotted to Oil and Natural Gas commission 
for prospecting and rt. fining of pr .roiium with a view to reducing dependence 
on imports as far as possible. 

Why Public Sector ? 

Quantitative eific>''aicy of the Private Sector has not been seriously . 
questioned ; what are not so generally accepted are the qualitative (motive 
and direction) aspects of private sector management Some of the more 
important purposes behind the setting up of the public sector, include the 
following : 

(1) To manufacture articles of strategic importance as for example, manu- 
facture of air-craft defence equipment exploitation of uranium depo- 
sists etc. 

(2) To supplifflent the effort of the private enterprlse'for tbe sake of rapid 
.conomic development ; this applies particularly to industries which 
require huge initial investment, have long gestation periods and Involve 
great risk, as in the case of steel plants, multipurpose river valley 
pro jects, heavy machines etc. 

(3) To provide infra structural facilities such as electricity, transport, 
communication etc. which are indispensible for rapid industrial 
development. 

(4) To manufacture essential consumer goods especially vital drugs and 
services like gas. electricity, for the common man. 

(5) To mobilise huge financial resources, as in banks and insurance 
business, and to use a part of these for social purposes such as housing 
and drinking water facilities in rural areas. 

(6) To take over uneconomic or risk units with a view to avoiding unem- 
ployment for those who are employed in such units. 

(7) To enable the public sector to occupy the commanding heights In the 
economy, and channelise reasources for a rapid and self-sustained 
growth in order to raise the standard of living of the masses. 

Concepts of Autonomy and Accountability ; 

These two concepts are important in the management of public enter- 
prises e g. Autonomy and Public Accountability. 

Autonomy suggests, in particular, three principles. 
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(i) Freedom from red tape ; this means quick decisions with minimum of 
formalities ; 

(ii) Freedom from treasury control ; this means self-contained and 
self- generating finance and latitude for incurring necessary capital 
expenditure ; 

(iii) Freedom from political dictation ; It implies maximum operational 
freedom, within the units character and framework of board policy ; 
and also freedom from enlargement in the political fabric of the 
country. 

Accountability (to the public) suggests that a public enterprise has to 
fulfil is basic objective of serving interests of the people. The nation aa» 
equity shareholcer^ should be able to pull its strings through various devices 
ot Parliamentary and Mlnisieriai control. 

The concepts appear to be contradictory. Dilemma occurs an account 
of the insistence of maximum flexibility and also maximum accountability. 

Managements* pioblem is to bring about a workable and harmonious 
compromise between these extremes. 

Review of YerjOTmance of the Public Sector Enterprises : 

Mr Narendra Minocha and Dilip CherianChaiani, after a careful 
study of the government publications about the peiformance of the Publk 
Sector > Undertakings in India, have published an exhausteir article in the 
forinightiy issue, (26M9>7— 8 2-87), of Business India. The following 
information is reproduced here. 

Balance Sheet of 2U7 Govt undertakings as on 31-3-1985. 


y No. of Com- 

Total capital 

Gross profit 

Rate of Return 

panics 

invested 


on capital 

Competing 
successful 
companies 51 

3,757 Crores 

727 Crores 

invested 

19 36% 

Competing 

Unsuccessful 
companies 80 

8.865 

156 „ 

1.77% 

Non- competing 
succeseful 
companies 38 

! 9.627 « 

3,876 

19.75% 

Non-competing 
unsccessful 
companies 38 

8,112 „ 

58 .. 

0.7 % 

207 

42,811 „ 

4.817 „ 
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After deducting from the gross profit of Rs. 4,817 crotes, the amemit for 
interest on loans and depreciation charges, there was a net loss of Rs 43 
crores on capital investment of Rs. 42,811 crores. 

Analysis of the casuses of Disappointing performance : 

There is a wide-spread felling in the minds of the top executives of the 
pnbilc sector undertakings, that their survival and promotions depend not on 
their competence and performance but on the whims' and fancies of the 
Ministers and the Secretaries of the ministries. 

Shti T V. Mansukhani, the Chief Executive of H M T Ltd has a 
reputation as a highly competant manager. When his term of service came 
to an end, he was not given extension. 

Oh the other hand, Shri Gajendra Singh, a diplomat, was appointed 
as the Managing Director of the India Drugs & Pharmaceutical, a chronically 
sick unit, to help him solve bis personal problem 

BHEL terminated the services of its Head of R & D. However, the 
Defence Department promptly appointed him as the Head of its R & D 
Department. 

According to Shri Raj JC Nigam, "At present, no succesrion planning 
is being done, and as a result, there will be a vacuum m the Boards of 
several enterprises because there will be mass retirement of directors, 
especially of laige companies in the next four years. 

Objectives of the Public Sector Enterprises : 

According to Shri Kidwal. Secretary General of the Standing Con* 
ference on Public Enterprises. "ofiBcial documents state as many as 28 
different objectives, many of them are contradictory and some of them 
negate the very concept of profltablility**. 

Autonomy for the Management : 

Again, according to Shri. Kidwid, "The Government the owner* 
has become defacto manager, sdfling the initiative of professional 
managers”. 

“Ministers have virtually absorbed the public sector m ter pikes 
which function as.thelr subordinate ofiBces. They have, therefore, Imbrlbrd 
the bureaucratic culture.” 

According to Shri L. K. Jha, “There Is too much of fussy overiedng ; 
managers have* to send daily telex messages giying production figures, 
and some time, this information has to be sent twice daily. According to 
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Shri,Moh&med Faz&i, a mtcnber oPthe iPlanning CommissSiOtt. *'Thk8 deia- 
iied kmd oi cotitrol haslidea tat negation of the origiurai concept ot accuunt- 
abjhay to tue Pakliameot'*. 

ihe Bureau of Public £attfpnsea has issued from time to time* 
guidehnes to the oianagtrs of public enterprises, which by now run to 1200 
pages ; toese guide iines appear to presume the managers do not have any 
capacity Co use their discretion, even as regard the most iosignificant matters. 
A few such guide lines are reproduced here. 

I. The Government has takt a policy decision that a Public Sector emeip- 
rise should not give Silver Jubilee Awards. ^ 

2 U should not purchase Hiaduscan Cootessa cars nor air-conditioned 
cars. 

3. It should ooserve economy in plan and non>pian expenditure. 

4. When a party is organised, per head oi expenditure for dinner, lunch, 
aud reception should not exceed Rs. iS/- Rs. 12/- and Rs. 7>50/- 
respcctivtiy 

5 It should restrict the use oi costly paint to the bearest minimum and 
should not paini; newly buiii walls. It is not necessary to provide the 
same scaie of htxiogs for a oath room, dour, as to a bed room door. 

6. CIass« room colours in primary schools should be of neutral, pastel 
shades ; theie should be S-6 urinals for every 200 Students. It would 
be obvious from the above examples that an average manager coDSCious 
ol riis responsibility for economy, efficiency and final result would have 
himself adopted these guide- hoes. They, tnerefore, amounted to den}iog 
even me mioimum autonomy to operating managers is day to day 
mailers. 

As regard the measure;i*s that should be adopted to improve the effici-* 
ency of me public sector units, they have been already discussed in the 
Study Notes. 
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Q 

FORMS or OUGANmniON 

Historically and through dcBhnutu dCBlgB. four pdidiMd 
organisation have been distinguished for publie niterprfeeB : 

A. Oovenuneut Departmeut ; 

B. AalonoBoas PublieCagpocaltoMli 

C. Contcol Boards and 

O. Government Companlea. 

A. Departmental OrgaaisatUm attd Management : The principal 
features of this form are : (1) The enterprise is financed entirely by appro* 
priatiOhs from the Government and all its revenues art paid into the Govern- 
ment. 

(2) The enterprise is subject to the Budget, accounting and audit 
controls applicable to other Governmental activities. 

(3i The permanent staff of the enterprise consistt of civil servants and 
the methods by which they *re recruited and conditions of service under 
which they work are the same as for other civil servants. 

(4) It is organised as a sul^divislon of a department of the Govern- 
ment. Some examples of departmental undertakings Including Railways. 
Posts and Telegraphs, Chittaranjan Locomotive Works and Integral Coach 
Factory at Perumber. 

Limita ions of Departmental Organisation : Critics point out serious 
limitatioiu and weaknesses : 

Ui IruAility to take quick decisions: The normal procedure for a 
Ooverrunent department is that every -proposal for decision and action is 
inittaslsd at the lower level and most go through the higher levels and reach 
the fieatetary of the Depamntatand through him if necessary, to the Minister 
coocemed. If the proposal also concerns any other department, for example 
Pfamnoe Oepartment if asust also get the approval of that department The 
final decision wlU then be taken by the head of the first department and this 
deciskm and the necessary action to Implement it, will have to go down 
through the various levels through which the original proposal had come up 
and will finally reach the person who had to act It is obvious that this 
procedure takes a long time and so action is invariably delayed. However 
in buslnen and industry where environmental conditions- economic, political 
and social-change very fast, quick decisions and actions are essential for the 
very survival of a beriness. This, however, is not possible under department 
tal management. 

(2) Lack of PlexiMUty and Scope for Initiative : The rules and 
procedures tot conducting work in a Government Department are clearly laid 
down in apfitopriate codes : further, decision and action proposed must have 
the support of precedents. It, therefore, docs not provide for any flexibility 
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nor lay scope for Initiative. In bosineu. however, a manager Oannot n^ce* 
narily be boond by precedents ; he has to use hit discretion and take appro- 
priate decision and action according to changing conditions. 

£ocfc of Technical Knowledge and Managerial Abilities ; 

A criterion for selection of Civil Sesvants was high academic qualifi- 
cations. They, however, did not have to possess any technical knowledge 
about an industry nor any practical experience of managing an industrial 
undertaking. It was. therefore, feared that such persons would not be able 
to manage successfully a business enterpHse. 

(4 Inability to Plan Future Activities : A Government department 
has a life of one year at a time ; it starts operating from the first diy of the 
financial year and ceases on the last day of the year Further, it must end to 
the Treasury all monies received, and obtain and spend money as sanctioned 
earlier by the Government Budget ; amounts sanctioned, but not utilised 
during the year, autonaticilly lapse at the end of this year. A business enter- 
prise, however, has to plan its activities for long terms, e.g. for five to ten 
years and has to commit its resources for such periods As the Government 
department cannot do this, it is not suitable to manage a business enterprise. 

B Autonomous Public Corporation : It was generally recognised 
that commercial and industrial enterprises cannot be managed efficiently by a 
Government Department. The Public Corporation has been a common form 
organisation, for public enterprises, in recent times. It originated form the 
need to develop an institution which could be clothed with the power of 
Government, but which would possess the operating flexibility of private 
• enterprise. 

Some examples are Damodar valley Corporation, Life Insurance 
Corporation of India, Air India and Indian Airlines, Oil and Natural Gas 
Commission etc 

Principal Characteristics of the Public Corporation 

(1) It is wholly owned by the state ; 

(2) It is created by a special Act of the Parliament, defining its objects, 
powe's and privileges and piescribing the form of management and 
its relationship to the various departments and Ministries of Govern- 
ment. 

(3) As a body corporate, it Is a separate legal entity and can use and be 
used, enter into contracts, and acquire property in its own name. 

(4) It enjoys financial autonomy. It is usually independently financed, 
except for its Initial capital, and can borrow funds from the Treasury 
or from the public and can use the revenues derived from the sale of Its 
goods and services. 
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(5/ As a part of its financial autonotnyi H b exempted fr&nr most WIM 
regulatory and prohibitory laws and prooedares diq>licable' to the 
expenditure of public funds. 

(6) Employees of tbe Corporation, In mOst cases, axi not'd vil servants, 
and are recruited and compensated under terms and conditions which 
the Corporation determines. 

(7 1 The Corporations also frames its own rules and procedures as regarrb 
the conduct of its bmincss. These features make the Corporation 
autonomous in day<to day administration. 

(8) Motive of Public Service : A main object of tbe public Corpoiatioi), 
is to efBciently provide a product, or a service, to the community, of 
better quality and at a reasonable price, and to utilise its surplus for, 
the benefit of the consumer of the society as a whole. 

(9) Accountability to the Parliament : Though the Public Corporation 
is granted financial and administrative autonomy, it is accountable to< 
the public for its activities because its caprtal comes from the public : 
this is secured through the device of ministerial and Pailiamcntary. 
control. The Mimster is empovreied to give general diicctions, from 
time to time, on policy matters, which the Corporation is required to 
carry out. Further, the Parliament thiough its members and its, 
committees— exercise general control over the Corporation 
Management of the Corporation : Like a public limited company, top 

management of the public coipoiation is vested in its Board oi Directors. 
There is. however, one important difference, that is, whereas directors of the 
former are elected by the shareholders, those of tbe latter are nominated by 
the Government. Tbe Board may be a Policy Board ; a Functional Board or 
a Mixed Board. 

Policy Board : A policy board consists of a full-time Chairman, a 
few outside experts as part time members and a full-time Managing Directors. 
While the Managing Director is in charge of day-to day administration, the 
Board provides advice to the Chairman (who is generally the Secretary of the 
concerned Ministry) as wdl as to the Managing Director, and also exercbes 
a kind of general supervision. 

Advantages of policy Boards: Theoretically, a number of advan- 
tages may be claimed in favour of this board. They are : 

1) As the board is not involved in day to-day affairs, it can take an 
impartial and more objective view of the management of the enterprise 

2) It makes it possible to .associate able, expert, and experienced men 
from outside as part- tidie mcjubers, and thus to gain the benefit of 
their expertise and experience. 
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Sy ' If is possible to give representation to consumers, users and such other 
interests, affected by the activities of the Corporation. 

4) The board, consisting usually of members with txperieijce, can give 
useful advice as regards short and long term objectives and plans and 
exercise effective over-all control. 

Limitati 'h of the policy Board : 

1) As the enterprise grows in size and complexity, the Managing Director 
is bound to be over-burdened because taere is no booy else to share 
responsibility with him. At a result, his efficiency and, thereiore, the 
(fficienc) of the enterprise may oc adversely affv'cted. 

2) As the Board has no responsibility for implementing policies and 
progtammes, it is apt to suggest ambitious or unrealistic policies and 
programmes. 

Functional Board : A Functional Board consists predominantly of 
full time members, each of whom has a clear responsibility for a speciiic 
function, such as proc uedon, sales, fiiiauce, purchase, personnel or research 
and development. The advantages of the Functional Board are t 

1 ) As each member is an expert in bl» own fuactionai area, the enterprise 
can reap the benefits of bis specification and so its over-all efficiency 
C|Ould be high. 

2) As all operating decisions are made by the board, the lunctional 
members are a party to it and so there should not be any difficulty in 
implementing them. 

Limitations of the Functional Board : 

1) One obvious limitation is that a Functional Board with a number ot 
functional directors, each with its administrative personnel, is bound 
to prove highly expensive. However, it such a board can secure 
higher productivity and greater revenues which can more than compe- 
nsate the higher expenses, there need not be any objection to such a 
board. 

2) Another limitation is that such a board cannot have part-time membe- 
rs who are outsidets and are experts in some areas oi management, or 
who have varied practical experience of managing business, or who 
n present particular interests such as consumers, trade anions etc. 

This deprives the board of the benefit of expert advice aud guidance. 
Mixed Board : In view of the limitations of the Policy Board as well 

hi the Functional Board, there is now a definite trend for a Mixed Boards 
wbidt has a full-time Chairman as well a number of full-time functional 
directors and a few part-time members from the outside who are experts or 



representatives of particular interests. Such a board has the advantages of 
both the types and yet be free from their limitations. 

C* Control Boards : Control Board is a special device, adopted in 
this country, for overfall management of river-valley projects. The idea 
originated with the problem of Central Government control over the Bhakra 
Scheme, in which it had major financial commitments. At a meeting of the 
participating States, held in 1950, it was decided to tet up a Control Board in 
order to complete the project as early as possible and with maximum efficiency 
and economy. The Board was to exercise overall control over the project, 
including all technical and financial aspects. Subsequently, in 1952, the 
Hirakud Dam Projects was set up closely followed by other Control Boards, 
The position to-day seems to be that the Central Government not only advises 
the state governments but may even insist on their setting up Control Boards 
for management of river-valiey investments. Control Boards arc set up by 
resolutions of the Government. 

Management by Control Boards : A Control Board generally included 
representatives of the state government concerned, the Central Government 
and Project Chief Engineer. The Chief Minister or the Ministcr-in-charge of 
the department is invariably present on (he board, the Chief Minister bcin^j 
also the Chairman of the board ; representatives of the Central Government 
generally represent the Ministry of Irrigation an^ Power, the Ministry of 
Finance, and the Centrrl Water and Power Commission 

Control Boards have set up committees of the official members of the 
Boards to take decisions in case of emergencies. They may be empowered to 
clear those items on which agreement can be easily reached. Only policy 
items and iho«c on which the members arc unable to agree, go up to the 
Control Board. The board h kept informed of the activities of the project by 
means of a general review note, which also serves as a follow up. 

Advantages of Control Boards : 

(1) It provides a means for direct participation of the Central and State 
Governments. 

(2) Being a high level body, it facilitates quick decisions. 

<3) It can provide superior overall dirccUen and control over the projeetp 
before, during and after construction. 

Limitations of Control Boards : 

(1) As the Boards are not statutory but administrative agencies created 
under the executive authority of the Government, they can function 
only in an advisory capacity. Decissions of the Boards arc, therefore, 
in the nature of advice to the Governments concerned who must issue 
formal firders before they can be executed. 
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(2) A fTMt WMkactt of this urtogemeat li that though the board exercises 
fobetioM of ooBtrol, It is not legally aoeounteUe for its acta of comm* 
salon and omiaaion. aa it is an advlaory body only. 

(3) The large sums of money granted to these boards by the Central 
Government are shown as loans to the state governments. As a result, 
the beneficial effects of having to account for before the Public Acco- 
unts Committee have been lacking. 

<4} In some cases, even the benefit of having the advice of controlling body 
has been vitiated by development of -certain pramices. It was found, 
for example, that certain proposals had been screened by the relative 
departments of the state govemments, before they came op for consi- 
deration before the board. 

(5) Central Board i have not been able to work with promptness where 
more than one state is associated with the project. This is because 
ratification of the decisions of the Board by the several state govern- 
ments takes time. 

D. Government Companies : 

The Government Company from of public enterpilse management is 
a unique feature In India, with no parallel elsewhere. 

This type of organisation of a public enterprise, is the company form, 
govenied by the Companies Act 1956, as modified from time to time, viz. a 
Government Company. It owns a majority of Share- Capital in an organisation 
registered as a Private Limited Company and is the most common type of 
organisational from for a public enterprise A large number of such companie 
are operating in the manufacture of basic mateiiqls, petroleum, chemicals and 
pharmaceuticals, heavy, mediuin and light engineering, transportation equip- 
ment, consumer goods, agro- based enterprises, as well as in trading and 
services such as internal and externa] trade, transportation, contract and cons- 
truction. industrial development and consultancy, tourism, financial services 
and' rehabilitation of sick indnstries. 

Merits for- the Company Form of Organisation : 

Cl) It provides for a great deal of flexibility and freedom of action in 
management. In certain specific ways, it releases the management 
from the maze of prescribed government procedures, such as, selection 
of personnel through Public Service Commission, purchase of equip- 
ment and materials through Director General of Supplies and Disposals, 
all constmstions through Central Public Works Department, and 
expenditure aceording to departmental procedures. A Company has 
freedom to recruit, to buy and sell, to build and grnerally to carry on 
oomnercial transactions. In accordance with approved procedures of 
its own. 
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(2) The company, being a separate corntnerda! bntlty, enablea^e maiA^o* 
mcnt to adopt and adhere to lound commercial practices. For miam- 
ple, it helps a management, with a capital structure of several hundred 
crores of rnpees, to avoid taking about eighteen months to buy four 
stop* watches. 

(3) The company form provides, in a way that no other form is aUe to do 
for the association of non-ofiicials, with managerial function and res- 
ponsibility ; not simply taking their advice or consulting thenr, or 
just putting' them on the boards, but Involving them with the manage- 
ment af an enterprise, tn fact, association of non-oflScial (when there 
is no conflict to interests) as full* time or part-time directors, enables a 
cross-fertilisation of experience and knowledge, not only during the 
early period of entry by the state in the field of commercial and indus- 
trial entfcpreneursbip, but all throughout. 

(4) The company form anablcs. legally, to foster large formal delegation 
of functions and a^iignmeot of resources. 

( 5 ) The discipline of the company law is a good thing for management. 
It is a statutory discipline direcctly Imposed by law. It is a more embracing 
dlst iphnc than that is no»*mally applicable to an average government servant 
"i hruugli is numerous provisions, the Companies Act prescribes various codes 
of conduct, breach of any of which exposes a director a minister or a secretary 
to a government, or a non-ofliciaU or a company employee to penal action 
under the law, and not meicly to departmental or disciplinary action. 

Boards of Management of Government Companies i 

According to the Companies Act, 1956, the directors of a limited 
company public or private —arc elected by its shareholders In government 
co[r!p..inies, registered as private limited companies, the President of the Indian 
Republic, however, nominates the members of the Board of Management ; 
their number varies. Gene tally, the Minister of the ministry concerned is 
nominated as the Chairman, the secretary of the Department as the managing 
director and reprcseiiftfttives of Finance and other rclcvcnt Ministries as other 
members of the board. ^ Oocasionally. a few outsiders, such as a Member of 
Parliament, a Trade Union leader, etc, are appointed as part time members. 
It is the Board who Is the ultimate authority and is responsible for cflScient 
management of the affairs df the company. 

The board is vested wUb the authority to appoint executives and operas 
ting managers to carry on day-lp day affairs. 

Parliamentary Control 

In the caje of a private limited company In the private sector, ultimate 
control is exercised by the shareholders, whose number is limited to fifty. In 
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!ptiLQ^iot the actual number is much smaller and, therefore, a few share-holders 
who risk their Capital, take all important decisions themselves and control the 
affairs of the company. In the case of a government private) company, it ts 
not, however, the President of India’s own money that is invested in the 
company, nor is this the only company of which he is the shareholder ; there 
are many such government companies ; and being the President, he has so 
many constitutional duties to perform that he cannot have much time to 
direct and control the activities of these companies. The Parliament has, 
therefore, been vested with the authority for direction and control of the 
government companies. It is with the money of the people that these com- 
panies arc operated and, therefore, the Parliament, which consists of elected 
representatives of the people, must have the ultimate authority to exercise 
control on their behalf. 

Method of Parliamentary Control : There are several methods by 
which Parliament can exercise this control. First > by holdin debates in the 
Parliament. Secondly, by interpellations of the Minister during the Question 
Hoot when the Parliament is in session. Thirdly, by the special committees 
of the Parliament, such as the Public Accounts Committee, the Estimates 
Committee, and the Committee on Public Undertakings. 

And in general, there is the Budget session which is related to the 
government’s revenue and expenditure. The cabinet which, consuls of the 
Council of Ministers and the Prime Minister, is accountable to the Parliament 
both collectively and individually. After a Finance Minister presents the 
budget on behalf of the Government, each minister presents on the floor of 
the House, the demands relating to his ministry. The minister, when presen- 
ting his own budget, demands and asking Parliament to vote them, must listen 
to, answer and take careful note of, all criticisms on the working of his 
ministry. Thus, in a direct way. Parliament surpervises the working and the 
conduct of executives. 

Question Hour : This is a common method by which a matter can 
be raised in Parliament in putting questions to the minister During the 
Parliamentary session, the first hour of every day’s session is devoted to 
questions and answers Besides the questions originally asked, members may 
also ask supplemcntry questions. It is through such questions that a member 
can expose the failures and errors of a minister. In the past, some of the 
cases which finally ended up in a crisis, sometimes involving the resignation 
of a minister, started with a question asked in the Parliament by a back- 
bencher with, however, an absolute majority in the Parliament for the ruling 
party, and no strong opposition, this method becomes ineffective. 
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Committees of the ParlLment : The thifd method of ooatnd b 
throagh the Estimates Committee, the Pabllc Accounts Committee (PAC) and 
the Committee of Public UndcrtaUnhs. The Estfanatca Conunittee hay very 
wide terms of reference, enabling it to get into the working of government 
concerns in great detail. The PAC has the advantage of having at ita dlspo* 
sal, not only the audit repiprt as a starting point, but also the expert services 
of the Comptroller and Auditor General His reports contain the results of 
the audit of government accounts including that of government undertakings, 
and they form the basis of the enquiry and examination, by the PAC, of the 
ways in which the executives has handled and accounted for public fundi, 
provided for in the budget as passed by the Parliament. 

Both these Committees cail before themselves senior officers of the 
ministry concerned as witnesses. The practice has grown of calling also top 
managers of the particular undertakings which are being examined and also 
the Chairman. It is the duty of tbeie witnesses to answer questions and 
explain any failures in adhering to the established policies. 

Parliamentary Committee on Public Vudertaking : iCPU ) In 
a Committee was constituted in 19S8, “to consider problems relating to state- 
owned corporations and companies, to suggest bow a broad supervision may 
be maintained by the Parliament without Interference In the day-to-day activi- 
ties of the concerns". This Committee came to the conclusion that the 
existing methods of Parliamentary control over public undertaking were 
inadequate and its Report emphasized the nted to establish a separate com- 
mittees to deal with public undertakings which would replace the other two 
Committees in this respect. Many leasons weie given in support of tUh 
proposal : First. Parliament, as a whole, cannot exercise control and super- 
vision over so many undertakings except in a cursory manner. Secondly, the 
information at its disposal regarging the working of these undertakings is 
inadequate to facilitate constructive criticism regarding their management 
and administration. Thirdly, questions and debates on the floor of Parliament 
are not suitable tools for exercising control, as very often, they tend to be 
based on partisan or uniformed crltism. Fourthly, the Estimates Committee 
and the PAC were already over-burdended with work and could not be 
expected to pay adequate attention to the growing number of public under- 
takings in an effective way. Fifthly, there was a need for a committee of 
this type to provide Parliament with factual information and to draw ita 
attention to matters of policy and general administration rather than the 
day-to-day workings. 

In 1961, government accordingly announced its decision to set up the 
Committee on Public Undertakings (CPU). 
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TheMBd^ IMk* of the Cf.U, wUdito^ over the ftaetlmcf 
the PAG for pobM aadertikhni. an : 

(1) To examine the teporte and aceoimts of die public nnderUUnp. 

(2) To esamine the reports of the Comptroller and Andtor Ocnecal on 
the pabUe undertakings. 

(3) To examine, in the context of autonomy and effldency of the public 
undertakings, whether their aflhits are being managed in accordance 
with business principles and pmdent*eommerdal praedoes. 

The Committee, is however, ^duded from examining (i) matters of 
major government policies as distinct from the business and commercial 
funcdons of these undertakings, and (11) their day>to* day adminUtradon. 

Since its inception in 1964 the PUC has investigated a large number 
of public enterprises and has brought out many reports. Practically, every 
kind of enterprise has been covered and the Committee has given special 
attention to broader questions of management in so far as they apidy to all 
public enterprises. They include the problems of financial management, 
general management, iraterials management, production managentent, 
personnel polides, public relations and publicity, foreign cpllaboration etc. 
These reports provide, at one convenknt point, fruits of critical- and oonstrii* 
ctive>examination, in terms of estaUished government policies and of the 
vast experience that has already been gained in public enterprise management. 
It should prove very useful to new public enterprises which may be set up in 
thf coming years. 
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ACHIEVEMENTS OF THE PUBLIC SECTOR 

Duriog the period of its existance, the public sector in India has cove* 
red large areas of economic activity and has strengthened its position in 
crucial segments of the economy of the country. It assigned a very 
important -role of occupying strategic hdghts of the economy in order to 
ensure a steady and balanced growth. Public enterprises have served as a 
powerful instrument of bringing about socio economic transformation of the 
country, such as the following : 

1) Diversified and Sustained Grov/th. Public undertakings have been set 
up in all branches of economic activity and, as such, they have triggered 
growth in all areas. The bulk of the investment In these undertaking is con* 
•rntiated on infra- structure and on basic and key industries, where multiplier 
effect is more significant than a direct contribution. 

2) Increasing Employment Opportunities. Expansion of public sector has 
; witnessed considerable expansion in employment togethet with corresponding 

increase of salaries, wages, bonus and other related benefits to the employees. 

3) Model Employer. Management of public undertakings liave set exam- 
ples in matters of better conditions of work in factories, having facilities and 
social amenities like schools, hospitals, shopping centres, recreational centres, 
transport facilities etc. As a result, it is claimed that the number of man- 
days lost on account of work-to-rules, go-slow and strikes have been reduced 
considerably. 

4) Reduction in Regional Imbalances One of the objectives of the 
country’s industrial policy has been to bring about decentralisation of indust- 
ry, by encouraging the establishment of industries in backward, underdevel- 
oped areas in the country. This is necessary to reduce regional imbalances 
and to provide opportunities for industrial development and employment in 
such areas. It was with this aim in view that steel plants were set up in 
Bhilai, Durgapur, Rourkeia, Bokaro. fertiliser factories in Bihar, Orissa, 
Assam. U.P . Kerala, Tamil Nadu, and a number of public enterprises in 
Bangalore and Karnataka. 

5) Check to Concentration of Economic Power. The share of the public 
sector in the productive wealth of the country has increased considerably. 
The public sector has come to occupy a commanding position in many indus- 
tries such as steel, non-ferrous metals, metallurgical equipment, heavy engi- 
neering, fertilizers, pharmaceuticals & chemicals. As a result of the massive 
investment made in the public sector, the share of the private sector in the 
overall industriaf production of the country has declined. Thus, the growth 
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of Ctie public sector has ptevented further ooncentratiou of economic power 
in the hands of a few. 

6) Contribution to the Country^ $ Exchequer. The public sector has piByed 
a significant role in resource^mobilisation for economic development. 

7} Generation of Internal Resources. In addition to the above, public 
undertakings generated internal resources by way of accumulated reserves. 

8) Foreign Exchange Earnings. Because of continuous increase in imports 
of vital machines and Inventories and raise in the price of oil, our foreign 
exchange reserves are fast declining. Public sector undertakings have helped 
to conserve our valuable foreign exchange reserves, to some extent, by expor- 
ting their products to a number of foreign countries. 

9) Import Substitution. A number of public sector undertakings are 
manufacturing products which would otherwise have been imported. Some of 
them achieved (ignificant success in their efforts towards import subsltution, 
and consequently savings in foreign exchanges. Such savings have been also 
achieved by use of indigeneous ihachinery, materials and components, there- 
by, reducing our dependence on foreign sources. 

10) Development of Ancillaty Industries. 

Ancillary industries, apart from improving the strength of small-scale 
sector, establish a complementary economic relationship between the large- 
scale and the smale-scale Industry, which is vital for rapid industrial develop- 
ment. The> also help tojprovide gainful employment to relatively large 
number of persons. Managements of public undertakings have recognised 
their importance and have been helping the establishment of such units by 
offering various facilities in this direction 

Performance and Profitability : The foregoing would make it clear 
that the public sector has definitely stimulated growth of industries in the 
country. There is no doubt that if the public sector had not been launched 
whatever all round industrial growth wc are witnessing to day, would not 
have been possible, public enterprises seem to have overcome the various 
initial constraints and there is a marked rise in tempo, production and 
turnover of the major public sector units. 

Capacity Utilisation : Despite these achievements, actual production 
In most of these units has been very much behind the targets. Regretfully, 
most of these units have been operating much below their installed capacities. 
The low capacity utilisation is due to a variety of factors, such as, delay in 
receipt of materials and components, non-availabiiity of requisite power, 
accidents and abnormal break downs, want of maintenance, lack of orders, 
bad industrial relations, lack of managerial talent, technological problems etc. 
many of which can be defivitely attributed to gross managerial deficiencies. 
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ProfiiMBlf : A great many of the pobBe uidertaUnia, aeC ap f8r 
aocial objeotfvM, have been in opeintfon for a good many yean, and foe cele* 
vanoe of eealnating their perfonnanoe with reference to their Profit and Lou 
Accounts and Balance Sheets, has, assumed great importance. There are reap 
sons for this ; one is that they utilise a very large proportion of foe nation’s 
resources and so it is essential that they should run efficiency and contribute 
to the growth of the economy and wdfare of the community, and this la not 
possible unless they generate adequate surplus or profits. The second reason 
is that while estimating foe resources availaUe for development under foe 
Plans, the Planning Commission provides for substantial contributions from 
the public undertakings ; however, their actual contributions have been fisr 
less and this has been one of the causes of continuing deficit on this account 
And lastly, it is nobody’s case that simply because a Unit is a Public Under* 
taking, it need not run efficiently and generate profits, or incur losses, year 
after year. 

Average rate of return on capital employed has consistently been a 
dismal figure, and of course, muen lower than what their counterparts in the 
private sector have been earning all these years. 

However, there appears to be a ray of hope. It was reporteiBy 
announced by the Hon’ble Minister of Finance, in May *82, at the inaugural 
session of Co-ordination Committee on production and productivity in pulic 
enterprises, that the public sector made a net profit of Rs. 400 crores in 
1981-82, there by reversing the trend of continuing losses for four years ; and 
as a percentage of capital employed, the relative gross profit increased, from 
7.8% to 11.6% in 1981 82. 
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•OME CAim OF UNSATfiFACIORY PERPQBMANCB 

Development ci tiie pobBc teeior wu ondertnken not only for i 
ving mpid and balanced economie growth but also for providing aodal joH 
tice. Thm, the public sector baa dal objectives, economic and social Es> 
peclations of the public consumers, emidoyees, localcommunity, taz>paynn 
and the nation, are high. Consumers or users expect quality |uodocts at 
reasonable prices, with uninterrupted supply ; employees expect a fediag of 
involvement and participation In management, in addition to fair wages and 
ttasonable conditions of work ; the local community expects the unit to be an 
asset rather than a nuisance ; tax- payers expect that will make substantial 
conuibution to the nation’s resources for further development and thereby, 
reduce the need for additional taxation or dificit financing ; and-the nation 
expects that they will add to the country’s all-round economic growth. 
Unfortunately most of the public undertakings have not been able to satisfy 
these expectations. And yet. the Government of India has temainde commi- 
tted to the philosophy of state- ownership and management of public underw 
takings, a large number of which are private limited companies. 

Management of Public Undertakings : In the ultimate analysis, effid- 
ency of an organisation depends on the efficiency of its managements. 

A typical board of management consists of a Chairman, a Managing 
Director, five to seven functional members and a General Manager. The 
power of appointment to these posts vests with the government Chairman of 
the Board is often the Secretary of the controlling ministry and has consider- 
able powers. Generally, he Is also the Chairman of other companies set up by 
his normal official duties as the secretary of bis ministry. He cannot, therefore, 
devote sufficient time to attend to the problems of individual enterprises. 
Recently, the government has started appointing non-officials as Chairman 
but here the choices, by and large, have not been very happy. 

The Board of Management is. responsible for appointment of principal 
ofifcers, for formnlatitm of policies and for guiding and motivating officers 
and men to achieve the objectives and goals of the undertaking. At present, 
boards pf many of the undertakings consist of senior civil servants and retifed 
defence personnel. In some cases, non-offidals, le.. M P.s, M.L A.s. and 
laboor leaders are also appdnted as members of the Boards. These non- 
offidab are comidered as 'safe men* belonging to fee party in power and are 
notllkcly-totakean indqiendent line of action. The representative of fee 
Rnance Ministry has some sort of a ’Veto’ on fee remaining members. 

Middle Level Mtmagen : In late sixties, the Government constituted 
■n Industrial Management Fool to tecruit, firom outside, personnel for senior 
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managerial positions in non- technical departments like general management* 
)Dance, accounts, sales, purchase, transportation, personnel etc. However, on 
jbccount of stagnancy in the Industrial Management Pool, the government 
continued to send Civil Servants, on deputation, to public enterprises. As a 
result, public enterprises have come to be managed largely by civil servants. 

Management by Civil Servants : Members of the civil service are not 
necessarily committed to the philosophy of state-ownership and management, 
They go to public undertakings, not out of zeal to make a success, but 
perhaps, only to bide their time until they get promotions or postings aboard. 
As a result, many posts remain vacant for long periods. For example, as of 
August 1981, there were as many as 71 posts vacant- 18 Posts of Chairmen* 
cum-managing Directors, and S3 posts of full-time members of boards. 
The resulting consequences on the efficiency of management need not be 
elaborated. 

Further, civil servants, being at the mercy of the Minister and the 
Secretary for their initial appointment and later continuation, have not been 
able to take an independent view as regards strategies and policies. Being 
steeped in burcucratic methods of thinking and woiking, they have not deve- 
loped a board vision and creative abilities. In short, civil servants are gene- 
rally excessively cautious, lack administrative vitality, have a tendency to 
delay declsl^'ns, and go by precedents. It is no wonder that the efficiency of 
the enterprises, they manage, is low. 

Civil Servants as Operating Managers : Not only members of the 
boards but middle-managers of public enterprise have also been civil servants. 
As such, they do not necessarily have the technical back- ground nor ihe 
practical experience of workiog in industry. Nor do they spend enough time 
to study tliC problems of the enterprise concerned ; for, being deputationists 
waiting for transfers on promotin, they leave the enterprise at the first oppor- 
tunity. AJ a result, many managerial posts remain vacant for long stretches 
and there is a general fall in the standard of efficiency of these organisations. 

Altitude of Managers of Public Enterprises : Managers of public 
undertakings, being Civil Servants and having worked in civil administration, 
develop an authoritarian attitude towards the staff and the rank and file of 
workers. They are accustomed to prompt obedience and are often reluctant 
to entertain good ideas and suggestions from their subordinates. They regard 
comments of subordinates as criticism, their trivial complaints or grievances, 
and their minor demands as indiscipline or insubordination There have been 
cases, when grievances, same often legitimate, were left unattended to for a 
long time ; apd when workers presented their charter of demands. It was 
unceremonioDsIy rejected, but was finally conceded when workers went on 


( 254 ) 


I/P.P.M. VIII 



strike. Managers with such a lack of sensitivity and uudemocratic attitude, 
cannot give effective leadership to their men, can not create a sense of belong- 
ing and nor can inspire them to achieve better results through team work. 

• Parliamentary Control through Accountability i Public enterprises are 
accountable to the Puliament through a Minister, who is responsible for 
formulating policies, appointing or removing members of boards of manage- 
ment. giving general guidance and directives on matters of policies, and for 
periodical reporting to the Parliament, about the performance of the under- 
takings. 

The object of Accountability is to satisfy the government, the Parlia- 
ment and through them the people, that public enterprises are being run 
efficiently and in the interest of the public. The concept of accountability 
also aims at preventing consumers from being exploited by public undertaki- 
ngs because of their monopolistic position ; it is also meant to ensure 
harmc lious management-labour relations to avoid large-scale stoppage of 
work owing to industrial disputes. How far, however, these objects are 
realised, is another matter. 

Autonomy in Day-to-Day Management : It is an accepted principle 
that, if a piiblic enterprise is to function efficiently, its management must have 
autonomy in day-to-day adminutration. It must necessarily have discretion 
to be flexible, to adjust actions to changing conditions within the limits laid 
down by the Parliament. 

Interference by Ministers and Secretaries ; 

Experience of the management of public enterprises in India, however, 
has been that Ministers have not always been content with giving directions 
on matters of policy, and that they have frequently interfered in such admini- 
strative matters as selection and promotion of officers, granting contracts, 
distribution rights etc. ; and Instructions in these matters are never in writing 
Unfortunately, the Chairman and the members of the board do not insist on 
such instructions in writing, nor do they show tfceir independence and exercise 
their autonomy in taking correct actions. However, when actions of the 
management are criticised in the Parliament, the Minister usually states that 
these are matters of details (and not policy) for which the Board and not the 
Minister is responsible. In short, autonomy of pnblic enterprises has, in 
many cases, been sacrificed by Ministers in the name of accountability to 
Ftoliament but in fact, in narrow selfish Interests of for political considera- 
tions. The result Is that morale of managers has been adversely affected and 
they have lost enthusiasm and. interest in their work. 
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In the name of Public Accountability, members of Parliament ask for 
all sorts of information and criticize (not always constructively), acts of com- 
mission and omission of managements of public enterprises. And again. 
Managers of public enterprises, can hardly take any important decisions 
without the consent of the Minister or his Secretary and cannot ignofe the 
directives thrust on them, because of the risk of their services being termina- 
ted. It appears that, on account of too much interference and unnecessary 
control by the Parliament, Ministers and Secretaries, in various forms, public 
enterprises have been reduced to the status of government departments and 
managers of these enterprises have little freedom of action which is so very 
essential for efficient working. 

Lack of Professional Managerial Skills. Till recently, managers in 
charge of various functional aieas. such as; production, purchase, sales, pers- 
onnel. research and development etc. were from the civil or defence services 
and did nor necessarily have the professional qualifications or experience of 
managing such activities in industrial enterprises. This lack of professional 
management is appaient in almost all aspects of the woikmg of public 
enterprises. 

Inefficient Project Managements Project management includes prepara- 
tion of a project and its implementation. In this respect, right from the 
beginning, feasibility reports of many projects were later found to be highly 
deficient and their implementation had taken far more time than was estima- 
ted initially. This invariably resulted in substantial increase in cost of 
construction and loss of production which otherwise, would have been availa- 
ble if the project were completed in time. And. it is not clear whether any 
lessons have been learnt, from the past in this respect. The Economic Times 
of 7th October 1981 reportedly stated in its editorial that 'The Rs. 165 
Crores Salem Steel Plant will make a loss of Rs 86 Crores annually and thus 
will wipe off its entire capital iv less than two years i 1 he plant is inherently 
non-viablc ; Improvement in va^pacity utilisation and productivity improve- 
ments that take place once the initial problems of a new plant have been 
overcome, wilt not be sufficient to get tbe plant out of red throughout its 
life**. 


Inefficient Material and Inventory Management. Materials and Inven- 
tories s^em to be significant area, and the most pi ofitable at that, for cost 
reduction. They have tbe advantage of being non-human and thns fully 
amenable to controls. Managemenf of public enterprises have consistantly 
neglected this area. They had Inventories of Rs. 1840, Rs. 2S18 and Ra. 3269 
crores In 1972-73, 73-74 and 74-75 respectively. These represented the 
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equivalent of 4.4 months of production costs for 19 f2- 73. 4 3 months for 
1973-74 and 3.9 months for 1974-75 and were more than their working 
capital for the three years. Undertakings in the private sector have been 
able to manage with less thap hatf of these inventories. 

Inefficient Personnel Management : Human resources arc the most 
productive of all resources at the disposal of an enterprise and its success 
largely depends upon the efficient management of personnel In this respect 
also, public enterpriss managements have been found to be dehcleot. In a 
number of these undertaking, well organised and adequately-staffed pesaonnel 
dcparlinents have not been established. As a result, ‘•the righ^ man for 
the right job** is an exception rather than the rule, fhcrc Is over-staffing 
in a number of enterprises ; training facilities are inadequate; there is no 
systematic marit- rating for promotions ; there is no clear-cut transfer policy ; 
and there is lack cf communication between employees and managers at 
different levels. Provisions of the Factories Act and the Labour Laws, wmch 
provide only for the minimum requirements, have been often disregarded , 
lapses like inadequate satety* measures, ill-equipped first aid boxes, unsatis- 
factory conditions of conservancy, creches and canteens, and irregularities 
under Factories Act, Payment cf Wages Act, Provident Funds Act, 
Employees State insuarance Act etc have b«cn vocy common, in many ca^es, 
attitude of managers towards employees is such that there is no desire to 
understand their probiems and difficulties no desire to practise ‘Theorv Y’ 
approach and to inspire subordinates for higher peiformancec. No serious 
efforts seem to have been made to work siiccessfuily pros^rammes of worker- 
panicipafion, even the shop*fioor The result of ail this is reflected in the 
large number cf man-dajs lost due to strikes, go-slows etc. 

Inefficient Maintenance Management, 

Maintenance, to be effective, has to be cn scientific lines, systeraaii- 
cally pFaniicd and rigorously implemented, it is regretted that in many 
public sector undertakings, this is conspicuous by its absence. 

Lack of Efficient Budgeting and Cost Control Techniques, 

Absence of efficient accounting system in many public undertakings has 
resulted in inadequate budgeting, ineffective control over costs and insufficient 
use of essential data for formufating policies. Most of these undertakings 
do not follow Standard accounting principles and practices. They stiil lack 
cost consciousness at all levels, and have not adopted modern method and 


I/P.P.M VIII 


( 257 ) 



tools of cost'control. which are yiul for efficieot tunniag of an industrial 
enterprise. And Public enterprises, with a few exceptions, have not intro- 
duced any worth-while integrated cost-reduction schemes. 

Modern budgeting occupies an Important role in the control system. 
Budgetary procedures adopted iikmany public enterprises follow antiquated, 
traditional patterns. They doubtlessly serve as a basis for obtaining funds and 
for similar purposes, but not as a potent instruments for controlling costs ; 
nor do they serve other vital management objectives. 

General lack of modem management techniques : 

It may be a great surprise for many to known that hardly any serious 
attempts have been made to introduce modern mauagement techniques in 
most of the public- sector enterprises. 
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V 

SOME SUGGESTIONS FOR IMPROVEMENT 

Having indicated the more serious causes for unsatisfactory perfor- 
mance of public enterprises, it is necessary to suggest measures to remove 
these causes, and to improve their efficiency. The more important of these 
measures are : 

Composition of Boards of Management : Experience has show that 
with the Secretary of a Ministry as Chairman, makes it difficult for the board 
to take initiative for bold and imaginative decisions. The government should 
take a policy- decision to appoint top-level men from industry, who have wide 
managerial experience, as Chairmen of boards, for a period of three to five 
years, and not to remove them arbitrarily and abruptly ; and extension of 
their tenure to depend, in appropriate cases, on their integrity, dedication, 
merit and. efficiency. 

The Public Enterprises Selection Board (PESB). set up sometime ago 
had been entrusted with selection of Chairmen and Managing Directors. For 
selection of full-time Executivcs/Functional Members, a selection committee 
may be set up with the Chairman/ Chief Executive/Managing Director of the 
enterprise, a representative of the PESB and one or two expert members. 
This committee should recommend persons with managerial experience and 
appropriate quality. It shoula also consider names of competent and succe- 
ssful executives from the particular enterprise and other public enterprise for 
appointment to these posts, as chances of such promotion would definitely 
stunulate these executives to improve their performance. 

Appointment of Middle-level Managers ; The Government would do 
well to stop the common practice of appointing membert ot the Civil Service 
on deputation, as managers to the public enterprises, and start recruiting 
professionally qualified joung men such as Engineers, Mana.ecrs, Accountants 
Charteied Accountants, MBAs etc. for Junior managerial positions. It 
ihould set up an Indian Management Service ^IMS) which might well be 
administered along similar lines as the U.P.S C. 

Permanant arrangements should also be made for Intensive practical 
training programmes, for varying periods, for candidates selected for the 
IMS. This will ensure a continuous flow of qualified and trained personnel 
for middlelevel positions and thus prevent managerial positions remaining 
vacant, for long periods, as it has occurred so often in the past. 

Autonomy to the Boards of Management ; It is well known that in the 
name of public accountability, boards are often reduced to the status of a 
government department. As a result, many of the evils of bureaucracy have 
entered into the system. If this is to be prevented, the Parliament and then 
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the Ministers must voluntarily accept a ‘Principle of self-denial\ in tl^e exer- 
cise of their authority. Members of Parliament should restrict thcmselvea 
checking whether the public enterises are implementing the policies laid down 
whtpther the enterprises arc acting in the interest of the people or whether the 
berformance of the managements is on the desired lines ; and their criticisms* 
on the floor of the House, should be constructive. 

The Minister who is responsible to the Parliament, has a right to give 
directives, guide-lines and instructions on matters of policy to the Chairman 
of the Boards, but the should confine himself largely to such matters only ; 
and when he thinks it necessary to give decisions or instructions on specific 
matters, he should give them in wiiting. so that he, and not the management* 
may be held re’^ponsiblc for the consequences. 

ResponTibility of the Boards : Given the necessary autonomy, the 
Boards should be given clear, quantitatively measurable goals,— goals which 
arc not consistent with each other, and then they should be held responsible 
for achieving these goals. Consistently good performance should be rewarded 
by promotion within the enterprise or to other public enterprises : and in 
the matter of promotion, nolitical or extraneous considerations should be 
strictly kept aside. 

Adoption oj Modern Takniques of Management : Managers in the 
private sector have been increasingly using the latest technique for impro- 
ving their operating cflicicncy. There is no reason why managers in public 
enterprises should not use them. This has perhaps not been possible so far* 
because having worked in government departments, they bad not been 
familiar w>fh ihchc techniqnes nor had they practical experience in applying 
then) Once young, qualified men are recruited to managerial positions, and 
given the necessary practical training, and the freedom of action, they would 
be able to apply these techniques, which arc vital in management practices 
at the present timcl. 

Having iotjed some of the .measures for improving the efSctency of 
public enterprises, a short summary of the more important of these, is given 
beiow : 

1. The Government should take a firm decision that politicians or 
secretaries of Ministries will not be appointed as Chairmen or 
Managing Directors of Boards of Management of public cnteprlr- 
ses. 

2. Similariy, Civil Servants would not be appointed as members of 
these boards, unless they are also, otherwise, qualified. 
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3. The Boards shbuU be granted financial and administrative autono- 
my and should be allowed to exercise it in deciding day- to*day 
matters. 

4. Ministers should confine themselves to giving guidance and direc- 
tion only on matters of policy and allow the boards to use their 
independent judgenlent in implementing the policies. 

5. The boards should have clear objectives and quantitative goals- 
profit. public welfare elc.^Sn'^ measurable terms» and should be 
held responsible for their performance. 

6. Ministers should wherever justified, protect the boards from 
criticism by Members of Parliament about administrative actions. 

7. Only professionally qualified, suiubly experienced and competent 
persons should be appointed as members of the Boards. Further^ 
repiescntatives of labour, consumers/useis and other intreats may 
be appointed as part-time members, as demanded by circumsta- 
nces. 

8. Members of the boards should be exharted to imbibe democratic 
values and to adopt democratic and participative approach in 
dealing with managers and emplo>ees. 

9. Managers should be trained to systematically adopt modern 
management techniques with the object of reducing costs and 
improviog productivity. 

10. Promotion within or to other Public enterprises should be strictly 
on the basis of efficient performance, competence and merit. 

Epilogue : 

Professor Paul Haenni, during a visit to India on behalf of Inter* 
notional Management Academy ( set up by International Committee for 
Scientific Management ), observed on management of Public Sector Industries 
in India *‘The remedy is to give the undertakings complete autonomy and 
also to ensure that there is continuity of MaQagers*\ 

It may be added that the other component of the remedy (having 
fulfilled the first), is simultaneous enforcement of complete accountability. 
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STUDY NOT : 8% 
SELF-EXAMINATION QUESTIONS 

( Ansmn to these Questions are NOT to be submUted ) 


1. Explain why the Cover nment of India has conmitted itself firmly to the 
. policy of the growth of the Public sector. 

2. “The Public Corporation was regarded arone time, as ihe ideal form of 
organisation for public enterprises'*. Discuss critically ; do you agree ? 

3. Why has the Government of India shown marked preference for the 
Private Limited Company form for the management of Public enter- 
prises ? 

4 Review critically achievements of public undertakings, in India. 

5. Do you consider the performance of public enterprises satisfactory 7 
Give reasons. Suggest measures to improve their performance in future. 

6. Examine critically the methods of Parliamentary control over public 
enterprises. 

7. Write notes on tbetfollowings : 

(1) Policy Boards, 2) Functional Boards, (3i Mixed Boards, 

(4) Control Boards, (Sj Autonomy and Public Accountability. 

8. Discuss critically differences in purpose, approach etc, between a public 
undertaking and a private enterprise. 

9. Write a critical note on accountability system of public undertakings. 

10. Discuss the organisation of public undertakings. Critically comment on 
their merits and limitations. 
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